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Preface 


: The , stud"’ -i-fr-S ai/ed gai.srct in ,2 a te^'inoral, 

sectoral^ iri^iastr j-wise’ an'i’^sethodsi^wi's.e prdfil§ of 
noti:n.,;liso,ti'ns ir. inoi a during the period 1947- 
19ro. fp-other objective was to expleln bee factors 


v/n:cii aea to eno oacis; 


♦ f; 0Ci ]l''l t'ip VO -i •*p'np' 


On the basis of tae exGjnination of the oicro, secto 


md 'I’acro factors alonetith their inter 


ns, le was 


also our purpose to relate the policy cf nationalisation i 
to the strategy of dewelopment. i 

A 1 arte number of official docuroents, reports, I 

unpublished and published roster la.l were exaioined vith : 

a view to generate the profile of n'-ticnalisat non . On i 
the basis of the der/elopniont 'of bhe. industry or sector 
in question *r'nd interaction of ' its’ growth with various 
governmental controls, regulations and promotional ; 

measures, it wa.s attempted to see why the conoocntionsl 
methods of control «:rd pegulsticn turned out to ina.de- 
quate or disfunctional, necessitating a recourse to ; 

nabionalisat ioni . ^ ^ 

On the. basis of the relationship of a particular 
l.ndustry with the national economy and development 
planning, it was also attempted te'see if the objectives 
sought to be achieved from, an industry under-went a 
qualit^-'tlve change or were enlarged in order .to necessitate 
and/or justify nattonalisr-tion-^ Macro, sectoral and 
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micro level data, official documents, Parliamentary 
debates, reports prepared by major interest'.; groups 
and debates in the 1 iterature 'on the subject uera 
studied in order to analyse the decision to nationalise. 
The laws under which nationalisations to6k place were 
also analysed for purposes of determining the contents 
and terms and conditions of various nationalisation 


measures. 

¥e also wanted to study the relative importance 
of nationalisation as a policy instrument in an 


aggregate sense over the period as a whole and 
during specifibt; sub-periods, as also to explain 
the use of this policy instrument in its totality 
over various sub-periods. However, we «ould not 
attempt this task* Without making a comprehensive 
study of the totality of public policies directed 
towards a number of goals whose hierarchical ordering 
was not explicit in the context of overall, national 
planning, it appeared to me that the relative role 
and an explanation of the use of nationalisation 


could not be attempted. This is largely because of 



liua lacTi linat; as lar as I am aware * comprehensive 
■studies of state participation and interventions 
which 9over t^e use of all the policy instruments 
their ■relatty^ 't'Oles (ccwplementary' and as substi- 
in their , to as a’n^'of t.hp 'r, 



1 ' ♦ 


development ovid zs related, 
ch-Ljoginc’ b'''l-'i'iC3 of class 
in tb* e int err - 1 1 ■'r con f- .-v 


u..,v. -zno npture .--f tlie Stet< 
class and ether alignments and 


of t 


■ntoxt are not 

available, until 

iplete studies 

emerge on these 

ixplonoticn of 

the totality 

■tionalisoticn 

during the 

, 1947-1980, 1 

t seems to me, 

the agenda for 

future reseorch. 


: such studies of nationalisations ere undoubtedly 

significant. Evan on the basis of our studv it clearly 
emerges that the Indian pi a nn in g and davelopment 
exercises were not based on the use of nationalisrbion 

for on initial levelling down in order to nnbilise^^ 

the potentlnl surplus (u la P,rul Bsu-an) -*loh Trained 
unused for deFelopuant. This ^jss largely owing to ' 
the Institutional set-up favouring existing and further 
concentration of resources In the hoonds of a small 
minority In industry, trade and olericulture, ge a 
result, our development strategy- could not attack 
the problems of poverty, unemployment and Inequities 
dir,.ctly by- making the dispossessed masses both the 
agents and beneficiaries of develops, ent simultaneously. 

It was because the apex of the social pyramid 
was not lopped off that the social and econjmic ' 
power could not percolate, down, to the middle and the 
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lower strata consisting of the vast niajority of our 
people. That is why the theory of the interredi-te 
regime remains largely Inapplicable to India, contrary 
to many protestations to the contrary and as odmitted 
by some of the proponents of the 'theory % like, e.g*? 

Ignacy Sachs (see his 'Politics in the Third Wr'rld t 
Similarities and Differences." in The Disc-''-very of 
the Third World , Cambridge, Masachu setts, FIT, Press, 

1976 ). 

It is our contention that the estim-.-te of the 
overall size of nationalisation effort in the Indian 
economy, its n-ture, context, terms and conditiSns and 
an analysis of the factors which contributed towards 
it (that is what has been'-’ attempted- In the • pre-sent study ) shou 
help in, the understanding of some critical aspects of 
the Indian development strategy in its operational 
aspects and in the characterisation of the Indian State. 

The study covers a large number of Industries 
of which either partial or full nationalisation was 
attempted. It is not possible in a short space to list 
the major findings, particularly with respect to each 
industry oi^ sector, let alone, to compare and contrast 
them in order^'to, delineate some specific patterns. 

However, the findings common to most of the nationalisations 
are the following j 
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I 


« h-s n’-^t c'^nsi^sre^ a 

nf pnllr*lpa c.r;;rl 

If: h,,5 

ST)^ 1 .“^n^ tj-'*'' ■^>^'f^T* I ' 'f**:! a 

p. General policy under the dee^3lopm£:nt strategy 
has r!'''.t been to restructure the OT.ruershlp 
p-j-tt^rn of ’industries pnd -orEpniseh services* 

In view (3f this, wli’enevar nati-nolis-’t i^n 

w'^s o'tte’^pte'^, it ■>!'p s 'ipne bpcp\3go ■-l. 

Inf^vit'^fe] o <-r inescpp-^ble, Gfeliaroll:^ speaking 

the oth’^r p'^lic-^/ Instruments (as they o^e being 
practice''! ^rd not In env ideol ronner) wsre 
exhausted prior to going in for not ion all sat ion. 

d9Pl of flexibility: in the use 
policv In strurent of n^t iono H s^ti-n -- s dl s- 

r tKo , 

? "...yd;’ '^^ovor^ subse^aTont orp'^nt s-tion^:^! foTT^^ 
si PC TUP^p of po-m^nt of Cr^mUoTTS-^-Inn, -^tc. 
Though we hav© not hrd the" experience in India 
o.t the fontral level of privo.tisa-6icn or de- 
nati’jnalis''’ti’On so odd openly, however, 
these pIso np©. om^np fre choices -STrofi 


. . 6 /~ 


to the policy makers. 

The policy instrument of nationalisation 
in a capitalist economy is made use of 
mainly because it can be co-opted and 
made consistent with the general nature 
and dominant interests of a market ecornr.y. 
Given the natui-e ef -bhe stabe, nationalisation 
by Itself does not become, rt le^st in the 
short run, pin enti-cepitplist , let elon® 
anti-raonopoll Stic measure. fact, it may 
help Sffioothen the functioning of a capitalist 
economy, particularly by facilitating re- 
organisation of capital on the basis of the 
law of average rate of profit in so far as 
it is operative in the Indian economy. 

\ 

This is, however, not to deny the adverse 
impact of nationalisation on a specific - 
group of capitalists whose industries or 
units are taken over, or to undermine its 
immediate and long-term so cio-economic 
•;:si:gh:i'fi:cance.\:'':'::y:;S^^^^^^^ 

^11 the fiijding can be Interpreted 
to yield .specific policy recommendo-^ 
to^anv societ^^ tr^-ine to mpke use of poliov 
instrument of natlonp^ll sptln-n In ^ capitaiist 
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0Gonor,y., y.; Isrga nunbsr ':f '-'ther h^.’co bhs sgs, 
vhich r;ro ex.'ii’-ir.cd In tbo pr-^^stnt sfady, 'ire coritainad 
in the carpter .'/n the bbscrsticp.! '-.nd conceptual 
aspects '•"f neti’^n.J.is-e.tion. 

Th 2 stiKjp benefitted. insansely bo- the 2 Jork ;:>f 
Shri Franab Eanerjae, Shri Furga Prasad Fa,l. liiss 
Mc.labika Fatnc.ik, Shri M.F. Murty and Shri-J, Sharma 
who work -on the pro tact at one stage or th-a other, 

I express my thanks and gratituda- to them all and 
particnlsrlv to Shri Franab Eanorj era and Shri Dnrga 
Fras-ad Pal for their insightful , sustained and sincere 
help . 

Ikhav-3 had tae benefit of discussions with many 
colleagues and friends and persons "working in many 
pu bi ic sector or goni s at ion s and government de-pertment s. 
ybe latter group was also very l:ielpful in providing 
a good deal of Information and 'statl-stics. 1 take this 
opportunity for thanking them all, though unfortunately 
for reasons of space, I rsfrain from rnentioning their ; 
names. Dr. F.n. Dubhashi, Director, I.I.P.a, and 1 
Shri T.Ik. Chaturvedi, the former Dirsct-or of the 
provided all the help and encouragmcnt 
for carrying out the study, I wish to express my 
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sincere thanks to them j. , 

uncm. THe infrastructural LUid 

secretsrlal facilities available in I.I.p.a. 

facilitated the work immensely. Finally, i cast 

thank the ICSSR for ■ , 

„ ■ ■ ^inicinciai support 

for the study. ■ 


I.I.P.A*. New D^iui 

November, 1985 .®^^^ 


Kamal if ay an Kt'-hr? 


ICati ons cjnctjytuf^l 

c iiid. Ja^o r.-.t icr'l Issu-.s . . 

'■ Natioiii-iisation is a n-jiablu i?''.n<l-iark in the evolution 
of s'Jct-' interventions in tii-r -.c.-nomy end in th---,. spaere of 
public policies. It is one of '-r.- relatively nemir policy 
i-nsproments uhicn tiiv scene in the onrly parts 

of thy tumtisth centuyy, though as a concept it go-’S far ■ 
back'fhto tho p;;st, . • 

The institutions of the state and property have very 

llniis. in fact, it may pcstnlatyd that 
wlthcnt tho scaw playing an important rola, property oouli 
not have eaierged as a legal, and .conomlc category, embodying 
many an important social relations, biniiarly the evolution 
of thi state is closel- conntotad with the evolution of 
the social institution of property la various forms. 

Howov-r, it is only at a relatively advanced stage of the 
development of capitalism, that nationalisation appeared 
on the economic sc.ne and in the constitutions and laws' 
of Eifjiy countries. 

■ In part I a broad liistorieal acc-.^unt of the- <xp.ri..nc^ 

With nationalisation in different situations and contexts 
13 pr-isented. In port II we move on to discuss some 
important elements and cat-sgorlos which constitute nationa- 
lisation. ■ In particular, we discuss the concept of 
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property and its social dimciieions and va.ri ras f :'rns li;:\, 
private, private prop'-rty, state x^ro,.- .rty, soci; 1 prop' rty 
etc. and tho iugal proc jsSvs, public polici s nd the 
nature of statu power coiiri'. ctvd ■'fith la. ti niaiis^’tion, 0':. 
tiie basis of thu discussion sof ; r^ in part III ^ av ; ttunpt 
a precise forinul^'tion jf the d'efiniti :)n .f 4..;- ci ^nalisrti'^n. 
Various features of nationalisation aru brought out in tiio 
next part (IV) »y nuaas of distinguishing it from 
soatisation, expropriation, confiscation tad sociolisr.ti '-n. 
In tn-.j proc-jss of distinguisliing socialis^.tion from nrtio- 
.nalisation, wu also bring out thu diff-..runc .s, batwaun 
socialist and capitalist nationalis.-.tions. Than wu nov* 
on, in the n-ext part' (V), to bring out sono special 
f-saturus of capitalist ' nationauisr.tion, 

■ - ' .. I ■ 


;t has boon claimed that it \fcis in lel7 that 


nationalisation mdu its first legal and constitutional 
C 1^ 

appuarazicc (as distinct from expropriation of the tra- 
ditional type, or -chu instcuices of confiscation with 
■ . ^ 2 ) 

which history is replbtu). This is not to suggest that 
■the idea of '-doing away, with private; property ' or ius 
colic ctt’tt^ati.6n->‘tn soma: forn is equally new. As 


Katzaroir-'siiffi< 


I', be- no "Tess mistaken 
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t > tliinl: th-.t tho idc^. of :i.-;tiDnj~liSi-^tion, end tho 'economic 
ond 5 principl.-. s Aftiich i t -irabodios arc t ho A'J'orl;: of ono 

singlo porscn, on: tr nd of thought, or ovon one single 
V joch. Sv..n in antiquity, Plato and Aristotle had tracad 
thv. cjiitours of coliactiv., property. The institution of 
the Aoi-..ric n Incas, in conipfratively recent past, led 
th-ara t) aqjply it simultaneously, ^fdnt Siaon, Fourriur 
and own i.i- de it rji econoioic principle-; ICant, Fischte 
and Hegel gave it a philosophical basis; Marx and Engels 
greeted it into a scientifically supported social and 
political principle. Even the i^'-OiOiin Gjdholic ^hruch 
was eventually prepared to recognise if'. 


s : 


Thus from Plat O' •to Marx, from Utopian socialism 
and crud- coLiniimism to scientific socicilism, from 
ul---ctic pragnatisia to ecclesiastic dogma, the ideas 
c.ixic n-ning liraitation, curbing and abolition of privft^ 
property and i'es replacement by social, coHectivu, 
public or state owners. lip ac-ve bU'n mdesprend, 
provoi&ng :.xtronie reactions of total adulation or 

( 4 )' 

i rejection. ■ 






Thus. 


it one ievel, . nationaldsation has been derived 


from, or related to important socio-economic, political 
and pliilosophical prinGipl-.;s. At another level, it has 


a form of st;at<5 int-rv-ntion v.ach chani^-.s o'.'/n^.rship 
and control: of thg 'mat'.:’ ri. a am-ans of production from pri v' t 
to public vitii a vitw to achi ;vt, .itli r so:: g- n- r; 1 or 
30210 specific statv'd or obj coiv'. In tsiis 

proc-cSG, it cbangos or contributes to el: ng in the rv, t- 
work of socio- .coiiomic ■roietions m-eclii t- i by proj- .rty. 

Just aS in ■ tb-t of id, -as and principi t-j notionali: n~ 
tion Lias acquired a diVvrsity of coniiotationSj in the 
.ophora of practical applications, nation- li;>ation has 
assuraod num, ■ ous forms in many diff r -ait cont' xts. All 
rocJL lif t ci'.s- s of r--.Gourso :co nationalisation have and 


their linnag-'S vith, or origins in vr.rious 

socio- economic schools of thoughtj of cours , idth vrrying 
degrees of dir<..ctn-iss and proximity, //Th 3 main common 


’-■lem.-nt in'c.ll th^isc tii-eoritical bfsas Lir.s b-..cn : recogni- 
tion of tire limitations and shortcomings of privj te property 
■‘and the na -d for its rapiv-cam'-nt by some form of public 

(i6) 

ovnorsiiip, Liistorical circumstances 

or.thu economy, its lev- 1 of djvalopraant of productive' 

■ ■' 4 ’ ; '* .. ‘ 

.forces, the logal and constitutional fram'iwork of the 
“fcconomy, and inter- connections of thv privatt ly-owned 
mohhs of- -pybducti on- in;; different- branchvs of the ccono^ay, 
past*'^xpt-:^yiidcv:-ofy4tatbis- in t ho -nonomic- ' 



-<>1 a v: i-'v j use, '^X/rcis.; consid . rabl-' i-iflu'-nc,:; on th'- concr tt 
foi-ms of 11' -ion' li'ration-T fh-.; diVvrsity of liistoricf:! 

ri jic "d-Oh -’.-.•uio,*- .:,.i3C,oion ino^ltr’cly costs its' shrdow 
ov.rth concept of ni tionalisntion. In ord-..r to .r.n.vlys - 
ti-r: coiiC poual qu-stions ree...:ting to nationalisation, it 
baco.ii s, t a. refer , ux^e .diait to d vote son-j attention to 
tile vxy ri-nc ,s wirii nations 11 sati on wLiicli ho.’/'- ■ ccuinu-- 

'll ■ „ ■ 

laGod' 3inc_ its inception towraids l'el7. ‘This is assantial 
bccaus:; systeaatiscition of cone pts through precis: defi- 
nitions b.ooin.s possible after the phanoniv:non to be rapr., - 
Sviitrd by it has acquired d' finite shape in concrete, 
iiistoriciil r'Slity, 


It is formidablt task to try to captur-. the div r- 

sity of forms and circumstances in wlii eh nationalisation 

iiav*. b._ .n att- npt d in different coimtries, IIowov*-*-’ , 

following IC_tzf rov, one may. refer to ” threat chronological 
C3) ■ (7) 

s..ages” through which nationalisation has -pass, d^ 

Ca) beforv. 1917 thcr a war . only incid'ntal- nationalisation -- 

and from t-jchiiiciil point of vi--w ’’took the form of oxpr®- 

■ : ( 8 ) 

priation in the public inter as t*’v (b) sporadic, nationalis- 
tion of th- int-r-w:r year s, without yet acquiring a 
definite character as it w: s a response to postwar cris£Sj 
..xe.pt in the USSR, which abolished private ovTiyrship of 
land and m =ans of production by means of nationalisation* 

(c) Fosfc-occond war nationalisations which “app.- ar as 
part of a do tamino(i„ system..” when it experienced 


■ 6 — 


' 1 % r:,i i tn fcof': 
d'.finit'- 


tr-..:iii-jndous gjogrophicd v'xprtiislon .‘Jid ’'r,s 
.socialist znd libural coun'uri .-s. It b:car.:- 
constitutionalj economic and I'jgaJ. institution. 

A£tor tdvi Second World ¥. r, -^tionLlia^ tion cross d 
tho boundaries of Europe .-.nd L.-tin ik.;„ric,; :jid traV' lied 
to iiany iisian and Aftican countri -s, particul;. rly in th 
form <»f tokj-ov.r of f oreign-own. -n m- ms of production 
as wai as in ordvr to^form a part of tiv.- stat .-sponsor, d 
procoss.-of 'a.vaopm-nt’. llic process of nationalisctlon 
has also roachvn a stage in somo of the lib..ral countries 
t*t Wtiich slid.j-back into d -■nationalisation or ru-privn- 

'DiSciGioii aas o.lso 



AUgmtts at fefinlng n£tlonr.l.'.s«tlon ara Ukay to 
liap-.d If various systutas or .foros of nationi'Usr.tlon 



*Wiit 


uxporionc--d so far aro axamlncd. ^i.-aiu, followlns 
Eatzarov^)four forms or systems of nationalisation may 

- , First, Wo nave uctin Am-.rloan and othar Ifilrd World 
nationalisations foUowlng polltlosl indcpondonca of th- 
dountrlas of this rugion which w rt^SioSfd at fo.rolgn 
capital,: 'Samottiarly in. the sphors of public utilities 
and control 6v;r n=Sural rosourol;. It “also appcur-d 
"as a n. ans opsociaUslng soonomis lif, in. g.,„cr^"’ 

and social -functions 

Of prop.rty/ .n.,wuvur,;^e;^;tii;:P;P 

wont to the oztunt 


.f 


— 

S-^cond Is %lv, 3ovi-...t system of n;:-tion.olisf: tion which 

in its .'ijfjii cation of radic?:.! ’..nd rigorous socialist 

principias l-..d to soraplat :■ transf ori.r tion of property 

..nd r, duc,d priva-G , property to tlr.. rank of ■f^aersomai 

prop.rty* _iid birth to soci'-J.is-. d/statis 'd propi.'rtyj 

to bv dir ;ct d by national economic plan. This is rlso 

c..:ll , d na'cion' lis-:tion of th . ntir’.; econoiiyj tlio other 

Sid. of th^ abolition of privat.: prop/rty in th ■ tic-tarirl 

mains of production, as distinguish-, d fron nationalisation 

of ;-in ant, rprisa or a group of i-:nt-..rpris .;s or an .ntira 

( 11 ) ■ ■ ' ■ 
branch of the c mony. ' 

Third, the syst-.nis of nationalisation in th-:* Enstbrn 
luro^..:.- is a som-.:'Wh.at w .;.k '.r version of the. ‘^ijvl-t .aystem 
of nationalisation, Th s-; nationalis! tions are evolu- 
tion.e.ry in so far as seysre r^^strictions have bedn'piaccd 
on private prop erty and private cntlrpris-' but without 
their abolition, lauso f>;aturss are based on the specific 
needs and historied experience afthase countries 
wEiich ”have largely determined the a. ux lori unfp.vour-jble 
attitude adopted to large scale ownership, especially 

as) 

of -Land, and to capitalist iaethods" in Eastern Europe,; ^ 

Both the Soviet and East Euro^.ean nationalisation may 
be t-- rmed socialist nationalisation. 


8 - 


And then "WQ have tiaa ni tion^'.li3./ciDri ,:t/- ri^nc" of 


Europe i-hiich introduced it 


U t i - * i-* t 


n odifying - or at least avowedly modif y: 




tii 9 tr? 


ditional c ontent of ' property, and without inyosiny any 

-'''E . '■IS) 

appreciable restrictions on private ent . ri; ri s • . *’ 

Gr_u.t Bri’t^-n. France and I aaly u’ere th'-* ;..ain countrios 


^'Thich tooix/^eou3J':#fe to t his nina oi nation- uis: ti on. -r: 

G.veat Britain, these nationalisc-ti on o'-ed to the ideoloy; 

of the labour party as well, as o. .boQiod in cliuse 17 

( 1 /) 

of its constituion. By ..nd a large, the objective #sf 

these nationalisations was to use property organised 

as ent'-rprises in the. general socif 1 int-’rest in a giv-n 

situa'cion when no othei 4 means of serving some fy.noral 

( 18 )-. 

ends -;S#uiaed^-t^ be available. These nation, lisatiom - 

;p ci^) 

fairly substantial, in magnitude in Cv;rtain instanoes 

covered either specific vnterpriSw-s or certain specific 
branches of industry of oth r economic activitit s. 

In this sense they were vastly diff --r-.-nt from the natio- 
nalisation of ail tho material njans of production, 
.These' cases bring out that "the covxi stone,, of nationa- 
lisation’iWith, pri.vate, enterprise and ownersriip is not 
only cc«ln.ei¥sbTe^a.^^^:,aesir^ie,', but, can readily be 
adaptt -4 ■ In other 









tliasj capitalist count 


oiilct 


on of Sij‘..cifi 


owin 


onou;'' 


s rj-so naiilt 


profit 


|Uip!a..nu vaicti 


.>rirn 


uows tliat nf'tion; lisations 


in Inti a durin 


ndtionali 


cousins in 


timid ’capitalist 


.i onolis.- tion 


s f rom oa-i for-.going v-,ry broad sw-icp 


orms of nr-tionali 


n diffor.mt cont?ixts 


nt comitri 


hing, its flt'xi 


durin 


bility and adaptability. Una b also ;;cr:rgTS is a aoiiniii 

and unambigious traiisf oiiQution by moans of n-'tiona-'-isa uion, 
from privai.,' prop ;.r uy :.nd .nt rpris-. into public or 
stat - •UiiiiSliip of tLi'j iiat' rial m'.;ans of prodiction which, 
is h-icn, r on an'-^ntira economy wid*^ scalu (socialist 
nationalisa-Gion) or is -confined to productive- propari:y 
organis.,d as a sp :cific <:nt- rprioe, (ca-pi'callst single 
uiiit nationalisation) or group of out- rprisr.s cov^-n-ing 
a uar-G or the whole of a s-. ctor or branch of the f conomy 


-ys^. 



(capit£.list S' ctoral or industry 


V'/X O 1 1 ‘ 


. on-" xi.-n ui 


Howov.-r, nationalisation did nou to st' oj 


isolat-;d pi„cas or .jropvrty, vitaou'fc coy. ring on ■ nz r- 

prisa &s a unit. It also coti'. s out tUat tni s trc I'.sf 

mation is not irraV'.;rsibl-', as wit:. ;s'3 d in tin. ptv: r.or: non 

U- 2 ) 

of d>:.nutionfi.lisatioa or r-privatisotion. It cm furt •. r 

by 3 -. on tiaat nationalisation of tn • Gcvi c or li- st- r:; 

Europ':an vai'i-.ty is q'ualitativ ,ly oiff r.nt from zn< 

11 stv rn Euroyoan or most of th--- Third 'Jorld Nr tionali- 
( 23 ) . 

sations, i'iivs . basic diff r .:iC' s m la'cc to th- sw p 

and raiig of nationalisation, their id‘. ological iukI r- 

pinnings, thv.ir rviation vdtli the org'uiisotional forn.t 

and-jconomic m--jchanism, thnir tr ,:r. teimt of th'. institulons 

of yrivata property and .■nt‘.;:rpris- , pryratnt of eoap-n-n- 
( 24 ) 

cion, t -clinical and legc.l form in which natlonalisf.tion 
was Garri*=d out, degree and xt -nt of irmv-irsibility, 
impact on tho class charact.-r of th^- State, fete* 

, Notwithstanding th-.^ aiffi r-. nces, one also observvs 
' some common olnmants likn, a partial or oxt-. nsiv-. ending 
' of privatr, projiarty and - nt rpris-. , ivgcil and/or 
’M-h IP constitutional basis of nationalisation, social 
■■■-•c funoliloiis of prop-arty as a basis for takv-ov r of 
private 'pht.d'rpr|4eS'P;piahanced rolp of noa-pilvata 

pf';._th"a.--Qe,ohsft usi of nptio- 


dn;,or^0r'''t.o;hqy.ircomo(..''tli^^^ limitations of 


o t a«rihi-ns t'rij&iMtk -b 


. €e^omi-c policy, ^ v tc, ' 


■ hii::yhhh.-hh''3. 


'mm 


Most studies »^n nt.tionf:.li3ations attempt n definition 
of nation; lisati on. HcJiy also ■.■-volv;' a schc?nu for classi- 
fic-..tion of diff :;r- nt typ-’S of nrtionalisations. Thos-.v 
lx‘..rci3-3 an iisoful for facilitatiag both tiioor>: tiGal 
c.nd oii^iricrl sGucii- s on nationalisation. Howyvar^j r;iany 
writings on soci..Aisa, capitalisra, economic policy and 
transition of mod s of production too attempt cither a 
definition or discuss some analytic. 1 and conceptual 
aspects of tht term nationalis-r, tion. These discussions 
'aru not a raattv:r of s.;uaantics or terminological prcci si w 
.:lon^. They touch upon many substantive issues concerning 
tne conc-..pt c.nd evolution of different types of property^ 
its contutii; in icgi.a and social spheres, rcl tionsliip 
bctw-v„n capitalist mode of production and private ont'^r- 
priS'. ? ii: tur j •.'.nd functions of the state, particularly 
in. r..i‘ Gio!i to a/Erious ■cypes of property and linns bct'wav.'n 
prop.u’ty owncrsiiip and class Sj relations b‘:tw-^ natio- 
nalisation, socialism, nature of planning and the nature 
of t n stat . und 5 r sociali sn or/and character and scope 
of various typ- s of policy instruments and variables 
und..r diff rent sets of circumstaiiccs. Thus a discussion 


-. 1 ^ 

on tlrj natur-:' r.ad a.r.ning of n po’;! ‘L f .f i 

its im-;'di;-.;.ti! tasksj Iz clai’ifi .s ;..rny i:.- r-r 1 t- d 
issues and provid-s a fr; n^woriv in "hicii iif-^ x rt 

typc-s of natioii&iisa'Gions Cv n b', sGUdi li. rurtn- rnor , 

a discussion on tiiu cone ptual .- sp ,cgs of n:, tion^ iir.-rit.i "n 
cisrifiys soua issu-.s r.-gai’ding tiiv cdaiv ct r : na xol 
of til- Suai..- und-x copitc.'.lisin and soeic lisr and iis 
r:lationstdp with nconoiu 

It is not our. intention to att.i-jpt conpr h .rij v* 
survay of writings; on tin cone ptuxl and d fini tinn?-! 
asp'.cts of n.- tionalisation. Th'-, limit d ‘ X- rcis*; v-doh 
is biing att-mptnd is to identify t'.ia r.v in i- ni nts 
vdUch go: to constitute t ho poicy ii.vstnun nt of natione- 
lisdtion- andc- t^^^^^^ int r-con.* , cti 'ns. 

:d: ;;:;; Jhu of th cone pt of 

nationalisation .is a it.tli-.r strong and dir ict ntry of 
thf stat .; into th^ -conomy, "ith<- r \d.t'a r* sp- ct tn th-.- 
■nitirfr iconoray socialist na tio..alisrtiDn) or a group 
of production tmits or a single pioduction unit (copitclist 
' nationalisation). 141 tiuies,, tills ■..i-.m-nt of Uotionrli- 
sation, has ,bo'Un 'biaphaoisnd to' such an ixt'-nt as to Kak*.- 
it synonymous..;with ..t/i'pv funeti of tin; stata outside 
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)!• -cq.i Caii it; on-. s, CcJi b<^ said to 


iiceordiag Go t iiis appar aiGly too ' ad-; and non- 
Cidic co.ic' pt Oi it .tiorialisation, QV t’j/ soeivty, 
iiiciui.i.ij c.i 

lav. tri :.d .ic^tiorialiaatioxi, iJiiil ■ it is tru'! that 

naciona-i-i cation nctrusts to thv: stct^ activiti-s 

ovyjiid '’tin- aor traditional f’ojactions of r pr^ssion, 

( 26 ) 

adtiiriistr..tion and ta.. provision of s rvic- s’% it 
do s jiiiica i.ior tiian tliut and in n. v ry sut-cific a?iy» 

in ore :.r to eaptui . ta<: djjTfj in of 

natioitalisation, It b.nora ■ s ■ ss ntial to traat it as. 

a spnlfic mv. thod of conv-Tsion of private prop- rty 

into public, coll ctiv*; or stat ■' prop ^ -rty in a s-pacific 

cont-nt and for a giv n set of purposes^ In Its most 

pOi/alrr aiid dir .ct m sning, nationalisation is taavn 

to invoxv . ’'ait cratio.i or t -rnination of control or 

oviv-rship of privat-t prop: rty by ths state", ns 

nilgais oaintain-ad, nationi lisatiori "transforms th.« means^ 

of product;. tn .u.i :-i.t fi'-s’e instance into state property.” 

vniiie the transf oriaction of private property into 

public or state property is unquestionably a critical 

(2b) 

e.u.o„i«.-nt in my nationalisation, one wonders if this 
eletiont oione cun define the phenoraenon of natio- 
aslisction. ' Perhaps such r vi-w Is implied by 

"Na'tionalisation is usually • 


Tinbergen, when Ue suys 
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tQ raefen th3 ii-nding ov.jr to -■ counur;"'.? r. uE 

of the o\-ra.v::rsLiip of fui -diit-irpriss of ■' n :L;. ■ s I 

( 30 ) 

or ius: assets.” 


Mnd of % definiiaion s^--^m3 to b ,. Eoo’\.-t sijpl.U 

CEi'.- ■.d-i- 2-;i-; of 

implica cions of decision to ncGion,-iis :in cb ir i.iEr.i.^sic 
d’=pth. fh^ra ari: also significfnt qu.. s :io.i.s C'nc-rrii.'.t* 
the contBxa; in which acts of riaiiion-i;. SPEioii e1‘o crrri* 
out, 4 definition wniah yrovid as not just lit ral 
meaniag of thd2 tv.rm but oxplicat - s it as a co.ic^'j.t in a 
thaorutical f raia-.w r k anci' an analytical ^.v radig;,; will 
iiavti to go bayond treeting xUetioiic as f in-T* 

trsnsfur of 'prodUGtivo assets or ont .s from pr! vntv 

to public domain. 


It it is, taken just as a ti'tinsf er of a.sst? tSj Vint'. i‘~ 
pris<-.s, or t van entiru industry or .v-ni r-li th. industri'-:s 
from private ovnersi'iip to that of gov*. rn:jv,nt or public 
.agvsncidSjiiigj^ ca.rri'-'s just a formal, legal flavour^ ai|d 
remains silent on the content, oont'.xt, basis and 
methodology^ ofi‘bn policy instrument wiiich 

heralds an i^ortlnt (institutional change. much 
■so that centals f prias-of:iaati email sti on ary considymd 
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(ol) 

PJ..--G >iidi Gi.'jn for sociGiisv tr-.nsf arms. t ion, wiiilw 
ouliv.rs in a sysubraG^ic jaami'-ir as p-.rts of th.; 

^..oiicy f ai: a c-ntcdn ssag- of da-v.dopMarrc of 
c: piGriisia. Thus; i a n .coia.-.s •■ssanti--! to arriv-- rt a 
cono - ’uu.a.l f 'j iTiiiii. a ti on W-^xcn is .,c|— ^'1 go uQ' •joSI'C of 

portr.- ylri.-' tli subsoonc--^ of ii- liion'iiisGtion es '£ n-.rois 
01 oransfoi\:;lii 5 p-rop. rty r- IcOGions. Specifying tav? 

G .Si. of defining n:.-.bionaiiOvrGion in a taaorviGic;- 1 f ran' - 
voi-k is ba.s.d on uhv undwrsu^\iiding ’fnich 'aolds thst 
"■Gho raost iiiporiGont :fnd ’/isiblo succ' ;ss y-aTS achipvvd 
in tno ntt-orii-'t to . cni'^vu th'..- social, •economic and poli- 
tic..! principl'-s i-.:l;.ting to proporGy^is to bfe found in 
tn... institution of n;-tion-iiiss.tion” » 

starting point for bringing out a f orriiulation 
• mil c li c: .p tur ; s t h s s -. nee of na ti oru: ri s a ti on i s p r o dv d 
by tn- conc.p'G of prop .ray in g-. nvinl r^d privat- proparty 
in i.,:.rtic’ua..>r?"^ Axis is b caus.. nationalisation is a 
liiiiitation or ylinixi-. tionsj in full, of th’. 

institution of privat-.-. proparty.^ An explication 
of Vhe.t is it Liiich has bo-^n curb-d or curtail-d by 
nationaiisation may on: to ’onderst.nd that 

which roplac-s it and th- ru- tur'. of th-' transf r or 
t rail sfor..u-t ion involV'.:d. 




Property is m rvli-itionsLiip be t^'r ^n ;n?^n -.nd C'>rtoin 
objects wb-bbtr Gavy b-a rriv'-ens of dir ctly s?;:tisf5^ing human 
Wonts or meons of production, Pro^perty is no riOie. posse- 
ssion, it is control ovvT objects' which cirri-s elth it 

( 36 ) 

the senction p.ncl authority of low and soci-'dey. And yet 

it is *iach uor^ than s i "it 

is poss ssion which is racon^pnised by m-nabers of society, 

wiiicli is prot . cG..d by gen -■r--.lly r-. sp . ct-:d soci.-.l standards 

in th. shj;p;. of lews cUicl customs, f rid which, is guoidod’'’ 

by the .xist.nc- of sanctions tgunis.. tliw ’/iolntion of 

^ 36 ) 

th.-. s -c; so ci cl 1 ul- ■ s . 

It is cl .:ar tiir.t owr-^rship or thr:. soci; 1 institution 
( 37 ) 

#f prOiJ-„rty, r..iatvs, among either things and predoioinr.ntly, 

to m.ans of production; In tha proc ss of production, 

there emerge: s a n-^twork of social production relations in 

wtiich things, mat.-.rird objects, constitute "a binding 

(38) 

socif'.l link betw-.on mun". Thus own-.n'ship of the means 
of production rupresants social relations racdlat-d by the 
physical objects acting as moans of production. 

.Production r-.;iations and oi-morshdp of mrans of prod- 
nctiorki. h, property r'ilations, aro linked in r two-way 
relationship* . In the procr>ss of man^s acting on nature, 
i.o., in the labour process which' is "an -‘xc'nnngc' ' y' 

■a( between and nature" a member of human r^-lations in . 

« society aru formed. In tha omorgonc-.. of social production 
relations, owiarshlp of , the mpans of production plays' ' ' 
an important part* of ' 


■I 


■tl? 





produc'cion wiiicii d.,Gid*js the vays in which t hay are used 

and waich taer .by det . rmlnos tli- forms taken by cq- 

opai-.::,.-Gi*n .-nd division of labour. Mor-:iov r, ownership 

of the iflo-iis of production det rmin^s th: issue of 'who 

ovnis tiia products, ■ruid a-nc-.. decid .-s ho%-’ th^ v ^ r-: 

(. 3 '!) ■ " 

distriTouted" . Thus property r. 1 tions exert n g;'or;t 

d-.,Lj, of influ jne-j on production rolntioiis. 

On tlie other hand, tha production relations ;'lso 
exercise significant influence cn tha ownership of the 
means of production. The production relations determine 
tha relations of distribution which go to influence the 
ovnierstiLp of the raeans of production. Thus owTiership 
of means of production influences and is, in turn, 
influenced by production relations via its links with 
the productive forces. 

Thus property ownership patterns are an important 

socio-economic institutions. Often, property is trdien 

as a legal institution c^nd its soclfil aspects are 

nrgiecGed. For instance, private property is defined as 

exclusive, .-aid absolute control of the o\«ier ov^-r the 

C40) 

ob;iects owned wiiich is not limited in tine, T'nis 
view fails to s-s property as -a tripartite relation 
between means of production, their owners and society. 
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Ina comiott.tlon of ths oonoej. , of n, clonaisi.olon Is 
liifiuancd by tile conaototlon .-.sorlb .d to t ilo. conot pt 
of property, as property - r.. j- ' 

reli;tio..s Olid is Intlastely 00iin-.ct«d vrlt:i iiooriuctlon 
reiatloss .lid lnflu.ii=,s tuei.- opetoUoii ind chtuday ao 
doos n..tloiudisu;loii. I’hus notion,: iisatlon is not 
fare juridoc.l category but has lr.i,,ort:nt socl-l, economic 
and political spaces. On trio basis of tho soopo, 
nataodology lid ,:reas ciiosi-n for m tloin 11 .cation, Its 
=ocia, politic.! and econonio dl.iu,:nsi ons can .,e deterrein. d. 

fills Is not to underplay the legal basis of the 

-tiatioiicliscntiou in a so'.-;clflc i ^ r> ',+■ • n 

^p.ciiic • 01 rwgisliition or 

Ih oc=o.-annce inch the provisions of tlni constitution. 

In sa,.e oi ses the constitution itself brings ...bout 
natlonolls.tlon of c.rt-in Indus til is and Sectors!®^ 

oinet^ prjpicjrty rjures^-nts S ' i i 

oocicui r'-jlat;ions, Dtrti^ 

c-tlarly production relHtions in u given .society .at d 
partlouler historic, a jui^ nationalisation is not ‘ 

g pg;;: ;}Ust^ ■ ; 7 ■ . : . ; 

ip :v;igi:i:y:7;,i-g:c::g;:yp: Jgpg:p:g:;ggp:; i. e;.,::: 

n-tionallsution is icafiforeiat from '■orrin ‘r- ^ . , 

la the right Of sovemaent. to tnini.over property for 

Particular public purposes, 

nttiities , nd .soolo-econi^c infra'strictur 






By its V Avy iioturs, it r-;.: gr-ds ..jits a d-n-pri Vc?t:Lsation of 
C'^rtciin ocGiviti‘i3, cortuin labour procussas. Orgi.ni- 
sationy aotives, rautiiods of monagvunrnt, distribution 
of ta;.', prodoicts ,go. ;r r;u.t .riolly offoet^ d by owitrship 
and control ov- r production. 

Som-,: Fabicai socialists, on thv contrary, tend to 

bold thf t tbo largo corpor- tions, wbotber publicly or 

privuti-ly omied, confront probloias which arc; cssontiolly 

siiuilar and that it acts essentially the same way in 

dealing vdth thora. Thus th-ay to und’ rplay the 

Vvlui, of st p3 like ntionalisation which convert the 

( 45 ) 

corporations from privato into public ones. ’Jhet 
s oms to bo happening is that such 'rguriants tend to 
ignor-to the nature of state power, distribution of social 
power .andthj objectives of the ruling classes, and take 
a technocratically dot rmined view of th-. ob joctiv'js of 
coliucGi ve ovmership. Honc-r on the one hnd, they land 
toignore eo he potential inhur-. at in a step like nationa- 
lisation, and on the other, harbour disillusionment 

:OVercits pbrforinance:, '’; t' e '; ■ 

.By treaisf ^ji'ing o\'m.''.rsiiip from private hands to state 
agencies, a certain degree’ of socialis;;tion of production^ 
spher-, coifl' s about. It is . la this senso that Katzarov 
spwuKS of ” so ciali subion of labour in its widest sense” : 
and '’conversion of a private : economic activity into ■' 


( 46 ) 

social ?.nd coli.-etivo acti'vity" wiiicii is brought about 

by moans of nationalisacin. It is on ncc iunt of the 

implications of nationalisation for tho production 

process tha;.t it is considarad not Just a. txansfor to 

but t;r;iisforna tion into collactlv '. oarn- rship i. o., e ' 

( 47 ) 

qu litativa change.: 

Sincv na.tionf.iisation i s ti . nsf onr;; ^lon of 
privat.a porp'-rty and -nitv rpriS'j into public, colloctivo 
own>'r3'aip .•■nd ontv>rpriso, it bucorpoiS rqiprrent that 
there t&iccs pi: O ' the public acquislon not just of 
private prop'-rty or assets but of pi-ivato anttrprisos 
■wtilch a.iu. thems-ivas legal, a^conouic, entities. It 
means it is tha in.ans of productiozi and vxchange 
organis.-.d atS ajoC' rprisvs which nro takon ov; r by the 
state. 


It has ba,-.„n suggostvd that whil«- private property 
organised as an ont rprisa cfui b j n.- tionalisad, "intan- 
gible attributes of a^n individufil or corporation, such 

( 48 ) 

as a trading dev1.ee or name" ■ cannot be notiamalisod. 
'This seems- to 'bo- a restriction of the .scope of nationa- 
■ iisation-^rtu-ch, has no basis isn either theory or fact. 
IntiinglblaS include, patents, ■ goodwill, brandnames, 
pbth, land propw^rty ^.nd o.long with ont- rprisas 

I'.'Msy' 'tpo'-'are 4ai£dn- Specific i>ro visions arc made 
^kin. the nationalisation; lew, to pay compensation for 



covering the trunsfer of the intangibl.. s 


Though nati 

mails a. ti 01 

1 is much 

more than a 

enactment, it is 

.le*.../ b L' ko V ■ G 

■->n mere 

cuti ve 

administrative d 

GCtslGllS. . 

"Hence it 

is usiially 


risod by conscituional provlsi.jns ./r orga,ni(3 l;,vs 

( 49 ) 

f-;'rriiu.L;;t ;.id in broad terms’* or ”it is for the ordinary 

( 51 ) 

legislature to dacide upon and effect nationalisation" . 
ilovrevo-rj when an ordinary law is enacted for bringing 
aboub nationalisation,, it is not based on an admini- 
strative decision but thv. decision is "situated at the 

( 51 ) 

high<?st political level". Thus nationalisation is an 
impersonal, legal act with political sanction; infact, 
it is a matter of public policy. 


Thus nationalisation has to bo seen as a chango 
in the relationsliip between a private firm and the 
state. The siiate and 'che private ont->rprise ar'- always 
interr-;latoci though the n- ture and f orm of the relation- 
ship varies according to a number of factors," "f he 
'corporation’ was initially a political as much as an 
economic body, from the mediaeval to th^'j raercantil*- 
period in Europe: an association of p- rsons linked by 
a common purpose and status in an instituion through 
which tuey regulat^sd themselves and their rvlatlons 
to thexnst of . feudal, society". It may be maintained 
that the firms or corporations during, late feudalism 
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wera, in effect, pro to- firms in tiie sense that they vjoi-e 

not capitalist private entorprisv^s as individual units 

of capital established for organisation of material 

production. Sv-ui the merc^npile firms which worked on 

tho basis of a caartwr from the state and thus acquired 

a part of th- state sovQi-eignty, were not industrial 

capitalist firms. This is bv.ca,u.sc they W'M'e not • ' 

"a framework for the organisation of the exploitation of 

( 5 . 3 ) 

labour by Ccpltal". As the capitalist industrial firms 

reprus.nt a set of economic relations . separated:. from 

politics in which the state inlti.ally upholds the 

principles of private propvrty and frO' com of contract, 

and l;,tjr on iiit\„rv-mes in many other forms, the state 

is not dir-, ctly involv' d mth the private firm exc'-pt 

ensuring in a g moral way, th'-; r ...production of the 

social relations of capitalism. Ev-.n when a little more 

direct int"..rvention of the state- bocamr.s osse.ntial in 

tin economy, ijarticularly with resp'.;ct to the . management 

of two Special commoditi*:;S in a capitalist .economy, 

' ^ 54 ) 

viz., labour and monoy, it avoided "the intrusion 

. ■■ ( 55 ) 

of polities into..fh€ direiet process of production". 

... This ..sbpfc.yati'Qn^of ' the-£'conomic sphere, from tho 

,|po34tisali,'. jfS'.ostablishod by the particular form of tho 

form of power apparently separated 

fy;f sw •'ts.en'ce apparently 'nautral. ■ ’ _ 

, ■ dfwg as a public 



L 


■ 




ite 
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mstitation (differ6nti&.t6d from the sphere of the private) 


aole to ssoabiiS'i Vv-.n-.-ral rules (applicable to everyone) 

,• „ . . (06) 

and ijO take executive decisions” i.e. "an iinnersonal 
^ . ( 67 ) 

apparatus of powur” In this way it distances itself from. 


its class-base ms well c-^.s thw economic sphere and the 
(00) 

firms. Thus the firm and tha state und*r:r capitalism 


appear as belonging to Wo separate sphori-s, despite 
their close and varying degrees of inter-T dependence. 


Even Wiion the state nctionalisvjs a private l&'ht-rprise, 
the apparently sGparate, neutral, distanced form of the 
capitalist state comes handy 5 for one thing, it permits 
the stat'-; to ent -r direct production by replacing privat'.- 
c'-pital (organised as afirra or a group of firms) by 
state capital, though it maintains the state as basically 


non- 


: nomi c 1 n s ti tut i on , 


Thus nrition-ilisatlon^^ v a state- capitalist 

Sector consisting of state capitalist firms into existenc 
adapts s u-itc institutions to the newer n^H■■ds and forms 
of c- pit-illsu. ^iid y t th- nationalised or state firm 
do-..s not form a part of the state structure itsolf; it 
may bo doscribed, in contrast to capitalist private 
property (individual, family or corporate of ^ointpropurty^ 
corporate private enterprises,, as capitalist stati' 
property. In other words, tho nationalised undertalangs 
are sLate-wonefiand state- controlled? but they donot 


(5S) 




constitute the state, A possible 'soucce of confusion 

in this respect arises when c. f irm taken-ovoT by ttie 

/ the 

state is made a part of a department of:''“go\-- rnraent. 

Though generally d'rpartmjntalisati on of na'Gionalised 

' . / iti some ways 

firms is avoided, when it coinv's vibout, it becomes Z. 

identified . with the state. In this case, nationalisatiof 

(do ' 

becom' s statisatioii. 


It Is on’ account of such a form of tile capitalist 

state that an import-nt distinction is often made between 

nationalisation and what is called in French 'otatisat” 

ion’ a t.rra wnich can broadly be tn.nslatod as 

^ \, 61 ) 

’ statisation ' . The capitalist state distances itself 
from the economy and is svt.n to formally a nd legally 
represent the community and in this capacity becom- s 
responsible for the nationalised privat-.. property and 
ont-.rprise, .ris Ka tsar ov puts it, "The impression is 
retained tar-t if the moans of production could bo 
transferr.d to the cornmnnity and utilis‘..'d in the g^ntTal 
int^aTvst in some other way excluding state intcrvt.ntion, 
this would be in no iracompatiblc vdth the idcalof 
nationalisation." - f The charact‘.:r of the nationalised 
firm , as urider stato-ownorship md ‘control and yot a 
.legal' phrsbnhlitj*' distinct'' from that of the state is 
' sustained by a ’distinction in the legal standing of the 



nationalised ent irpris-: which is "placed naduv the systom 
:Sp' cially th'.. law of contract" and the 


of civil 


law, 


go V'..i'nii;'..]n u vvruch -t,..xls within tho purvi-w of admini- 
( 63 ) 

s trati Vi. i-r-w. Thus nationcilisation does not become 
identical with statisation. 


Sine . nationalisation changes th‘' own' rship of the 


means of production organised sis firms or cnt^-r]prises, 
it is change in the .legal sphoro (a juridical change 
which belongs to the superstructure). Moroov- r, since th 
change in property relations brought about by nationa- 
lisciticn .concerns production units or firms which arc 
in a capital.lst economy the method of organising capital 
for controlling the labour process or, since property 
in the means of production performs many social funct- 
ions, it marks a change in social production relations. 

In this sense, it is a change in the economic base of 
society. Property or oemership relations arc a juridi- 
cial category as vroll as a component of the social 
production r',;lations and thus belong to both the bas ■ 
and cno supcrsturcturo of soci-'ty. Nationalisation, 
similarly, belongs to both the sphoros. 

As a policy instrument, nationalisation imricdiatcly 
brings about a juridical,, superstructural change. But 
production rcle-itions cannot changn so imi.iodlJitely a.nd 
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ars d'..;p ..ncicrit on a iargp nuab^ r of fnotors liko tho 


nature of tho state, methods of plrnnlng and managenieiit, 
relationship of the takon-over ont rpriso with tic 
T'.-st of the joonomyj etc. Private property in tho 


moans of production is tho b? 


for ''xploi tntion of 


wage-labour in tl'a, sons*:; that -sh-a proda-ct of I;- tour 

belongs to, the; capit-.ilist who obtains surplus from 

tho viork of the :Workor. As a r- suit of private 

ovrnorstiip a iiorkor is lod to consid^ r his nroduct as 
" ' ( 64 ) : .■ 

an aiion objoct, : As Marx said, privat'.^ property 

"on th'.: one hand is tho product of a^i^-i.nutQ-d.d labour. 


and that secondly it is the moans by wLiich labour. 


( 65 ) 


i.ill.(3natb3 : insclf, the roi.-.tion of this alienation.” 


Tho question is; -do- s tho unnuling of private 
proper ry by m.-ans of nationalisatici: (.in tho case of 
tho tak'j-ovw.r of a firm or group of firms in a. capita- 
list economy) and iis ropl.-'C ..m . nt bjr sta;G':i property 
(as th-., siiate> is tho "only form.-l and legal ropreson- 


tativo of society)” load to a cha.ngo in social pro- 
duction relations which end exploitations ;n d alienation 
of Icib.our? , Change in tho subj-jct of amorship of tho 
,, , moans of -'peoductlon ..can bC a moro,- juridical change | 

,, ,‘la change of for -a which db‘.*s not£_b'-.como a socio- I 
ft!#;;j';;.u'ccbnosiic , ^ the character of tho 




- ; statb, class' ‘.rciiatibais, ownership relations in the 
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r .. s.t of the s;Conomyj methods of plfinning and managemv nt ^ 

. ' , u . (67) 

.aou-are and xt-nu of coriunodity money roia.tions, etc. 

I d":n bj.fi cation of .soao : :OTfjnf';rship with social ownership 

is incorrect ns priv -te, joint ns well ns social ownor- 

( 68 ) 

snip nay bo hidden ’anclcr stn.tc oe^morship. But the 
important; point iss state oojnvrsiiip is non-privatoi 
ownership and is an assontial pre-condition for socia- 
lisation of own_:'rship. 


Honco juridically nr tione-lisation acconipliS’VjS the 
annulfflcnt of pilvatv; property and lays dov/n the basis 
for changing tap content of property relations. It is 
clear that a limited recourse to e npit fill st nationa- 
lisation cannot institut*.; tho social ownership of the 
nieaais of production. Honce it ennot do away writh yie 
exploitation and alienation of labour. Even when 
nationalisation is att-.-mpted in a thoroughgoing manner 
by a state controlled by th-, 'working class, it dcs 

not instantly and by. itself bring into bang social 
(6b) 

property. Social ov/nership is soniahing far more 
f undeeraent al which annuls private property negatively 
(by means of nationalisation) as well as positively 
i.o., its replacement by a really higher form of 
relationship which overcomes human alienation-replming 
the rule, of objects oyer man by rule of man ov-, r objects 
(something which cannbt.be achieved by means of nation- 
alisation alone). 
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It Is cl- -ar than tast nationalis«ti:)n as a supcrstru- 
etural change do^s nota ihso facto , bocoiaj in reality, 
a changw in the economic base 5 it only f ■ cilitates 
the laCtcr. 




KoW5.;v. r, nr^tionalisfetion cv ai in t- capitalist 
economy doosne-t quite loavo; things as it finds them. 

It is r ..;sort".jd to for achieving sone Sj,.- cific socio- 
oconoriiic ob i».ctiv.,>s. Thesv. ob j ,.cti v...s hav-o to be 
accept. .d. by t he stab--; as woi-thy of par suit. Norraally a 
capitalist state att mpts the us: of ::‘-.o3' other policy 
instrur.i-.;nts, though tlrn-c may v- ll b^ ob,j. ctlv-.^s for tho 
roalisati'on of wiiich under .a c-Acin set of circum- 
stauices, aatioii-aiisation may ap^, ear go be tho onljr op- 
tion. In any C'-uso, nationalis. tion is undortak-on when 
continuation of an ynterprlss or a group of enterprises 
under private capitalist ovnersaj.p is found to be or 
considered inimical to the reaj.isation of certain aims 
of econoiiiic policy of the state -viiile their direct 
state ovnt'rship helps ;or is believed to help the 
.^ achievement o.f these objectives. Thus it' can be said . 

, that nationalisation . is adopted for obtaining some 
objectives of state p.ollcy. To this exten.!, it is 
i'.'K ®-' jhridl'cal 'act but acquires some substan- 

■ fftlve contfs^t /.'Elicit is, dependent on the' specific ■ 

..to be -obt^ned' by "means of ’ 





national 
to modif 
gr .ir.,t :r 
non- b a si 


is-'cion. -^hus nationalisation cannot fail 
f producGion r 1 tions in the dir ction of 
socialisation, hovjsov. r liaiitcd, modost and 
c tho changes so brought -about may b-,.. 


Ill 


On tho basis of the. pro coding discussion about 
Various ylorri..nts of nationalisation, we may now attempt 
a definition of nationalisation, ^niiong various 
definitions found in the literature, we find the one 
given by itatzarov to be 'Ghe most precise and adequate, 
o-xcGpt for some points of diff , rare 

Katzarov defines nationalisation as follows!:- 

"natioaalisation is (1) the transformation (2) in the 

public interest of a superior kind, (3) of specific 

assets or C4) of sp-.cific activity, v/hich (4) are, 

or m.ay bo, moans of production or exchange in th'.^ 

vddest sense of tho tt rm, (5) into the assets or 

activity or the community 5 (a) state (b) local bodi*'s 

or (c) cooperative - with a view to (6) their (a) 

immediate or (b) future, utilisation in the general 

(71) 

interest and no longer in the. private interest". 



s all the 


The abov- definition comprchansiVvay ooV’^r 
olem-ents of naT.ionaiise.tion. It goo s boyond t ho juridical 
lovol and cco'/ors tho substaJioiya aspo’cts of nationalisat- 
ion in a gvncral way. is it is fcrmulstoclj its difforon- 
tiatos rnitionalis;- tioii f roi;i oxpropriatioru confiscation, 
stri.tis;?vtiiDn and sociaJ-isacicn, How • var, tn-aTi) a-ro two 
problon .with t nis definition/ One, the cortvension of 


private assets or activities into ccffiraimity or collective 
asswts cannot be brought about by Co-op erativisation. 
Inothsr words, co-operatives are a form of joint private 
property and ctinnot be ‘ quated '.vlth state prop r.rty and 


ontcrprlso. Hence, w-:. have to de lete ’ coporaiti vo' 
from the iCatza-rov dv.finition. 


Swcond, nationalisation ta.k-«;s-0V' r private property 
organised into enterprises. It iieans, as scon earlier, 
private property is taken to include- private enterprise, 
production and exchmigo activity and production relations. 
Hence nationalisation cannot ruf.r to take-over of 
private property as isolated pieces of m.'-r.ns of production 
without nec;.-ssirlly entailing private activity and 
.onteicprlso, ' In fact, in many cases, nationalisation 
may go-. beyond the -talce-over of -existing property an.d 
e^,«nt\rp^ises.'.'^^ prohibit' futuro' entry of private 

■'-./enturprisQ iji- ^ branch of_;acon,omic activity acquired 
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b/ thu aue.b'3, Ho'&6ver, if the govt-mment of a country 
riiiofcrve-s the right to carry on some business exclusively 


for itself but without 


taking. 


over any private property 


and enterijrise, we donot consider this act to be natio- 
nalisation as we define it here. 


XB 

na 


In Vi ev: of these t\/o propositions, we would like to 
formulate the definition of nationalisation as followss 
tipn&lisatipn is the transformation of a specific 


private ant rprise or ent'-rprises by means of legal 
proc-'sses which convert tho mvsans of production and 
exchange into public property and 'ntvrp rise or enter- 
prises under the ownership and control of designated : 
state agency or agencies with a view to their operation 
in accordance with the cd.ms of public policy, though it 
may or jaay not .r-.^ serve the economic activities co vered 
ey nationalisation into an -.xclusivc public activity. 


Thu .3 nationalisation in the ’,^1 dor sense of the 
term include ss partial or full elimination of private 
property in the ra.-ans of production and exchange 
(except psrsonal property and small- eommodi ty product! on) 
use of non-arbitrary, legal-poll tied, process-js for 
accomplishing the taskj institution of public or state 
enterprise or enterprises', in this sense a limitt.d, 
partial socialisation (in coverage as well os intensity), 



of na ti onali s t. d 


of Cr.rtain splieros of the oconoiBy;; uso 

state ent rpris^s as instruments of p'lblic policy for 

(72) 

both specific cuid general objucti VOS, going to the 
extent of linking them up in an or- ganis manner ’vdth 
the national plan and, in certain cases 5 also v/ith 
the process of buildL ng up socialism^ 


n ■ 

Nationalisation so imdcrstood has to bo distin- 
guished from, expropriation. Ixpropriatiori is a limi- 
tation or dispossession of sor.iu i. rivat j prop'orty for 

serving some public interests ••'■.hi ch tu v hav-e to ha 

(73) 

established acc.u-ding ’to .soni: legal norms. It is 
compulsory public acquisitions of pri'oate- property. 

It is based o.n the principi‘;...'of omiu nt domain and 
Cc.,n bo c-.cconpiishv:d through ui adL'dni strati vt decj sion. 
It has b jcn ncintainod that expropriation generally 


relatOvS to immovable property, often landed property. 
It is rcla'ced to individual, or sx)>icific itirns of 


7||r§p;erty:Ip7;ih)p.kb:'':da;'tibnali;satibd^^^^^ 
privat.'s'.'cntdrpiriso or activitic-o. , The- takenover 

'■ entbrp.rise*' - Since ■Expropriation c-on bo brought about 
. / by 'meaR.s of -an; adainistrativt: d'-cision, it need 
.not yaac^Ent of ■ a specific pieep;. of lagi- 

;Sldtlc^«;(tili''(^'E5ddf!f''_,txpropriati0n is a more .ancient 
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and wid- r 
■cion of th 


conc':pt tha:a nationalisation,. Non-r ,:cogni- 
s aosolutc and non-violablc sanctity of 


private j.''i''Op-.::rty and its' limitation and/or annulmc'nt 
in public int -rust arc soiao of the important elements 
comiiion to botii. Hov/aV'r, expropriation is limited 
t nan nationalisation in one senscj it dO'Snot prescribe 


that other private property similar to the one oxpro- 
priat’. d by the state c.annot bo held or ecquirod any 
lon.^or by private persons. As compared to nationa- 
lisation, expropriation has limited capacity to sorvo 
as an instriunitnt of public policy, particularly at 
high-r states of development of capitalism. Contrary 
to nationalisation, expropriation nood not assume the- 
prior existence of capitalist private property, as th.' 
state may expropriate pre-capitalist privat-.. property 
as well. 

Exp, opriation cannot tare place vrithout .;id-''quate 
compensation, uhilu nationalisation may or may not 
pay compensation, and need not follow any set formula 
for the /purpose. Since. the scope of nationalisation 
extends to enterprises and activities find is not 
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confined ni-araly to tae legal title 
of property, th.<3 principlos and con 
fixing comp siiscti Oil r?:;te or rmouiit 
account tn-;> oblectlTus wMch nec-jss 
It has on argued by Raiakristayya 
diffwrv.nce betv Vin 'nationalisation 


to apecifio pieces 
sidcr:..tions for 
have to take into 
i t t Gd n a t i onali s a ti on . 
tiiot "aOS'-rce of 
in the constitu- 


tion of India had boon rcsponsib3.c for the centroversy 


botWw.n the 'Parliaineut and Judiciary in India, bucauso 
this lapse provided scope for uhv frequent misunder- 
standing betv;e'..n legislativ-e intentions arid judicial 
int.-rprcitations. The const! tuion (Tw-.-iiity Fifth Amendment) 

Act 1971 is an attempt to distinguish the conco'pt of 

(75) 

nationalisation from the concept of ‘expropriation". 


Nationalisation is a concopt sb,arp,lY at variance 

(76) 

from the concept of confiscation. Gccafiscation is 
essentially a penal mef-suro specifically directed at 
some sp’;.cifiQd prop jrties of som'U persons. It is not 
undertaken for some general public purposes as is the 


case Pith nationalisation. It is not an imp^Tsonal 
maasure like nationalisation. 

' ' ■ Since confisation, is a penal measure undertaken on 

account of .. certain typos -- of GriiBinal, deviant activities, 
it dO'. s- not: form-a part of the economic policy package, 
is not rtiatdd toea •state '* s ideological or functional 

-.pubiic.lor.: social ownersl-dp or 

V- h' •■■••;. dpt '.P >' .'Uv':-, r- , ■ • , . 

V.■■uurf^•e:u:,uu^v■^ , . ,e- ■ 



to 


r.;garding the economic r*le of the ■••.•st ate. Unlike expro- 
priation and lik^ nationalisation, c nifisatlon raajr rolata 
-n a.nt.:;rpris ,:; and too state may have to op‘, rate the 
coiixisa'G.ad t-,..rpri cL.inot bti ^iiy qu-^:"tion of 
ij;-.ymi..nt of com^j onsatlon for confiBcat.;! properties. 

ii-vtioncilisation has to tae distinguished from socia- 
lisatiOxi. i'.iis is corr ct both for capitalist and 
socialist nr. oionalisation. Iv^.in when natinialisation is 
und-ita.x:en by a state under t hv, control of the worlclng 
cj-.ass which ”t kos possw-ssion of the moans of production” 

"in the name of the soei-^ty", it is "nnt the saiiio _thi-ig_ 

(ttT 

a s so ci 0 ty 'a t : ki ng yo n nsio n of then" . 

This is b.;caus'i tht phenoiuenon of socle. ty taking 
poss -ssion of th;/ ev.^ans of production happens "in prop0rtion 
no the stete ■/ithors away and administration of things 
r-oplaC'-.s th-c ,'OVtxrnmnit of p';rs.:)ns" , i.t., "there rvally 
occurs tile t akiiig 00 33 'ssion of t'hu means of production 

■ r, ; : ■■ ■ * ■ ( 78 ) ; ^ t 

by sociity, which administration itself". 

T.n'ii't is ; cl.nr distinction betwe-n nationalisati r^n 

of privatt. property in th- la^ans of production by the 

tti.to C"ta-. carrying out of which requires abov-V' all 

t ■■ C7o);'p; , ' ■ . ■ d.' ( ':7;d 

dtt arnnns tioii in a politidcn' J c.nd, socic'.lisc. tion x/nicn 

r-_quir'.;S on the port of Gheu society a cap?. city to account 
for and aliocat.. th:; la ans of production and tludr product. 
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con^ 


tiion of in: 


social control 


for coiov-rring nc'.tioncslrsf:'c 


j ur i di c al cat :: g o r y 
production by ,.ndin 


owaver 


it is only whan sod. ety becomes capable of G.'msciously 


rbgulr.ting it 


uroduction 


i t txa ^ is 


oci.l labour :jO' 


di stribute 


when ti.j:e law of value does not aut 


tii' c'-^s and products, but it- is done by 


of converting nations. 


social ylonaing, that the 


lisation into 


the juridical .act of nntionalisati.on, i.e., expropriating 
the eXijropriators, wliicii gives social f .'rm to ownersliip 
of means of production, acquires soclo.l content by bringing 
about socialisation , of the concrete production relations 
by means of .social management of the oper; tion and growth 
of s.x;i;il productive forces,. - Iq, any case, incraose in 
the ^ s-)ci al coritent ; of ^ -production ■ relations is"' a c ontinuous 
- pygce^S which gg-es, ' on : pari - uassu with • the removal of the 









Goixtradictions b-rbvt'.sn th ■ soci.-i clTiar^ict-.:r of the productiv 
forcfcss and tiioir priv,'ite oppriTjriation based on 
omi xi'stiip, "ooizur^ ; of ua':- la ans of production by tho 
proi xtarain S.aC' iicj "caKo th',: f orm ..of singl-:- actj but 
uaming poss'.sslon of the rac.;-uis of produc'clori by s .'Ci- tyj 
witLi-.i*in,g away of thv: s'ggzo, ending of commodity production, 
eonstitut on th 3 contr.- ry, an historic-' ! process 
LfP il bltjoned by S outc oyrncrshio) ■'■/[•lich n-ccss.-nuly ext ;nds 
ovx-r a long p- riod. this period being itself di'^d’ d int-o 


. U « 

( 82 ) 


successi VO pnas-. s” , 


This position may be further oluborated in the words 


■ 


of Chari „:S B- tt'^iheim as follows. "Stare own-.:rship it 
n'-coss- ry CcJiiditlon for s-ociilisation on tin: plena of the 
state (which is not y./t n. ^cialisotion dir ctly on the plmc 
of society)., but it is not by itself a sufficient G,ondition 
In ord.r thrt there rnc.y bj sociclisr.tion -m th::; plane of 
th-' S'Oat ,-;, til Ifittcr must iiave uho c '-tpacity to dispose 
o ff-.'Ctiv ;ly and ef fic i'Ontly the nr: ana -of uroducti on and 
th'iir products . Without tiiis capacity w*; liavj nrti-onali- 
sation v/ith-mt socialisation. Such a ceipacity r-’ suits 
from ua histori'c-al development,- it Is connected with th-h 
•v ctual d',..velopm'. nt of thv. product! v-e f orc^. s (wiiich includ'- 
men themselsres, and the levol. of their lmowle(f|}) and 


wi 
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th the corrol-ijtivo trojisf orma tion of production relations." 


i 



Thus it follows th;-t socinlist n--;GiWiril 


almost 

all th-; a 

iSllS of 

production -which 'nis 

privo.t-u 

propc^.rty 

ill tj i”l 

m'-nns, of production on 

vuit .rpriso, is .a 

inMjDr, 

n VC- : s s firy s t ^ -p t vwv r d s 

Si'lion, 

but 10 d. 

; Sl l C) U j 

by i-Gsvlf , consoitut 


sociiGlisi- tion, Sociolisation is u continuous 


0 - tion of 

C p i u L. J-X 3 1 
d. privoto 
soci-li- 
oi- conpl t‘ 
pr )G-‘ss in 


wliich ov'^ry produc r bocomus coiimon, indii'idu: lly nori-,^ 

divisible own .i' and ovsry .nm-ir baconi.-.s pi'oduc- r so th;; t 

ail tiio social Uunicii b..iings g.!-'.- -..aually rdlfit rd to tha 

( 84 ) 

n.ans of production. It b.;com:s tliu bc: sis for social 
ownorsiiip wriich oiids exploitation and ali ..nation of 
li bour. 


Socialist nati.onalisation taic'-s t li'-' proc-'ss of 
triuosition to socialism to a. dv-.cisiV',.ly high*;.;]’ Icvol in 
ti..rnis of political, social ;mid mfit'- rial conditions. It ands 
private property and tlxus. by expropriating tho expropriators, 
changes tho, class composition in favour of socialism. 

By instituting eollcctiv-j ownership under t!ie cjntrol ■ 
of the state of tho ■^'^orld.ng peoplu, it provides the basis 
for central planning ,acc..5rtlng' to soci:-l n.^uds. By trims- 
fvrring to collhctiva 'ownership extansiv*.' .'^.nd highly 
, 3 h d van C'ld, means -of production wliicli .'tdtherto belonged 
^ _ tp' ptl'^ate'iin^'vidu or 'ioinf owncrsiiip, " it provides 
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^ \ .... . , ( 85 ) 

viiw ..-a- Diisis for building ar.sojcialist socivty, 

in .Giiis r sp ctj ano role of soairlist nationrlisutlon 

is siiiiil.or to baai: -of prior or priniitive capital 

^C'-uianlc ti on v.iicQ giv- s u ho capitalist tha cr '-ojis to 


bUj tno i-oour power of 1:00 bispossossod niass-. s. 

■t>/ Sivi-ng to til , socialist state the own-’Tshlp and 
control of aighly dov'dopod m-ans of production, socialist 


natioiia-i-isation provides the inv:ans for further devolopinent of 
productive forc-s uiidvir tho fraxacwork of non-antagonistic, 
h- raonious social production relations. 


The grounds distinguistiing socialist nationalisation 
from socialisation apply a fortiori to capitalist nationa- 
lisation's- which, being liiiiited and partial, l-av-rs privat'.’ 
prop'-rty, uit rpriso and r-.-lrtod institutions substantially 
unca.Migvd. Th-rc ar . basic limits to the extent of 
nationalis, tion ^nrliln th:.' capitalist framework which 
rule out th , possibility jt full-scalo socialisation 
without cliiiiinating tnis syst'-mi. Nationalisation in 
capitalist econoray introduces aineloment which is basiCvClly 
alien to capitalis'^ but so long as it remains partial 
aiid limited, {, 1 * j. it does not bacomo socialist natio- 
nalisation of practically all moans, of production wliich 
abolishes private property amd enterprise), it cannot 







rsuiove or f burst: -fsamd- r* the copitslist int-gu::ont. 

So long as 'ch.: cupitalist privato prop orty surrivos and 
rot;dns its doninrncn, tli€ procoss )! s-''cialis‘~ti on 
r-,jaains coiifinod oatl'iLn Wcll-d-.ftn-' d lioilts. 


. Socialisation ossvntiully is a proc- ss 'oPioh is 

a conconiitaiit to rda sociadisotlon d oho production 

process fallowing tho incessant devvlopn.iit of S'’Ci.-.l 

productive forces. Thu proc<.-ss )f s ecialissti '>n d'^-pans 

and -widons os secioty acquir-iS incr- using c -ntrol ov- r the 

methods of managem.nt, planning and groorth of productiv-,-. 

forcv. s. d’^ndar capitalism, joints! 'ck cnapani s, 

produers' ce jp rerGiv-s, increasing state int r vent ion in 

the oconoiuy for Vo.loris.ution of uorny ccipitnl, (bneruse 

the circuit ef capital requir-. s non- capitalist support 

from zlid: stat;,; iind taiis.S' the f orm of ocononic nolicy 

( 87 ) 

when certain conditions mature), mark the. beginnings of 
the process of socialisation evv-n before a. capitalist 
economy si;arts taking rocours-'a to- nationalisation. 

If^ithin capittilism, s-:-voral social or joint foims of omor- 
siiip are repr ^synted by joint-stock eonpanies, and 
co-op urativbs. Harx brought -out the social character 
■ of capitalist' jdint-st->ck conpanios by calling it a ■ ■ ’ 

oita; of ;Sh:'cl.ni^n.l:lpi,tal .Ch'.pit.-ii .of dirk ctly . associfitcd 

■..-■individuals) as distinct from private capital” emd'vrent 



on to cLiuro.ctorisG tiie .emergonco of stock compani^:S as 

’’ulio nbolitioa of capitaJL as privato cropcorty mthin 

( 88 ) 

f rau::v/...rk -;;f copitniist production itself ", 

oinc-. the devolopU’-nt of pr-oKluctiv : f ore-, s mid'''r 
cj:;nitalisLi giv-os birth to social or joint undertakings 
(as distinct from privato undortaikings) , ' one has to 
distinguish b tu-^an "priV''.t.;. o'vmv;rs!.iix)" "capitalist 

privatv ox-m.Tship" uiiich anablas control ov-r social' 
onturprisoSji'iid giv- s rise to a new sot of social 
oroduction r'„latioris under c;)rporato or c n-oporatlvc forms 
>f owner alii p . The increasing Sorieu regulation ‘uiq 
control ov-.r tho Gapitalist ant^ is also a 

f -.'rL'i of liuit‘ d * social! sation' of capitalist social 
ant rprisos under capitalist yrivat*.: prop'.ru/. i’Iati--iia“ 
lisation is a still Liighor faru of socialisation in the 
smS'-. that it s. juridical break from priva.cj 

.Go.pitalist ownorsriip and glo'os th.-:- state- direct and 

t:)tal a tgal control; uvor ^:ntcrpriseis nationalised. 

AS wo haV'J argued, it begins the process of 3 -jci:ili~ 
sation on a qualitativcdy different plane. But as 
Cimrl- s Bettlohcim puts it, ”to suppose that decisions 
to expropriat-s or nationiiso settle --^v^rything and 
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' of . oh- 


icrcasing 


nl ta riavione." 


mnliy 


n irifrct, 


..,.5 p J , 


nation;..lisutiun of soioo of thtoiuoans of or -.Inction b; 


ca.pitnli St state ccuinot r-:nnvo 


contr odicti ons 


of capito^lisu . r nark tho! bogirming of a novr n ...f 
projducti on. as ExigOils -snouAf-. d, "St':!'-; o-.ai.jrsin.p S 
productivv; f 'rc .s- is not the solution of tiv; conflict 
(boti'/eon t'io social cLir.r.acto.r of th'3 productiv f orces 
and privet-- oun-osUip) , but it c.':.nt,aiiis orittdn Itself 


tbs f.oraaij ricvais, tbo; kov to the solution' 
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Tbo Gxtont to idiicb s ocialisation is possible by 
naans of capitalist natlonaliscition cannot be undcrsto.-oa 
o ;• gog a • :'witdo''^tjoGnnlysi:n;g os:!’!©; oaspl et s -oof 
Ko^o:l;'gjgg;(|fP’f gl??. inf Ivi^ 

'..a .... proptirty- by iienns of nuti,';no.iisation, it b ;co:.n.s o.ssQntial 

go • 'g,,g bow fur do os nati'onali sotiou ebenga tbo character 

o ' ; of ; tbo towards greatar s )Ci nli -s ati '^n? Clearly, 
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ill b 


...u .: c^M^dtalist ownorstilp is v. higher ynd Liara social 
of C-Ui>i br.iist privo-te property thjon corporate or 


'.iyxi. l.ai cs 


•i V. '■ ^ 

joint private propc 


r, it is the 
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t int r.-.Lction b-itv 

- - stato' c r 

;pitr.list 

■ rilld 

'Ghe ca ir.'ic'cr of th':: 
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state which 


iiifiuciic.-s thi, il- igroc of s )cialisatlo)n brought oet out 
by capitraist iiacionalisation. 


Nr.iiiouadisatiOiTB by thens-^lvos leave t ha control 
over statu power in thu hands of t ho capitalist class 
as c. whole.' largoly uiichi^i'e^'U'd, A nationalisation 'if a f:aw 
firas, or oven if it vaorc iioroi 'lixtonsivo, but v/ith paynent 
of conuensation, aainly f ricilitat os the rei-orgcuiisation 
of ceii-ital und-ur the spoil of ths la.w of average rate 
.jf profit .end t jchnological advances. Th*;:;n, the criici-al 
nexus botwoon the control over the productive apparatus 
Uind niio basic n-aturo of S'cate^s oc vioredc police 
planning and c.ontrol 3 in th-,; int- rost ■)f facilitating 
extend ol ropr.:)ducti ui with sijfficiantly attractiv.; rates 
of return do-js not W''iia::cnii£LS f' ^ eeipitalist 

nationalisiition. In f aetj capitalist nationalisation' 
nay in the short-run, strengthen sonc of the basic 
processus of cnpit.ilisn. 
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It Is only in very, exceptional clrcui:‘:starices that nationa- 
lisation is imder taken for n^eakening irionopolisation, the 

other handj there is some identifiable, direct relationship 
between concentration of capital and concentration of 
political power. Ofcoursir, the nexus is not that of one to 
one corresponaenc or of total identity bytr- n economic 
and political povv.r. 

The role of the c.. 5011 all St state as b ting ...ssmtially 

subservient to concentrated pil mte control over social 

capital, production and reproduction is sub;-, ct' to the 

(j2) 

following lisiiting factorss-. i) the distinction between 
doiEinant classes axud ruling groups; li) relativ.e autonomy 
of various spheres liiea the econoEiic, political .•lad cultural, 
iii) interaction oetween tha use of economic and political 
power for mutual reinforceraent as wrell as for purposes 
specific to each domain, iv) diversity of interests, coffipetiticn 
and nonant agonistic conflict among, various grou^jS and strata 
of highly diff .irentiatpa capita.list classes, v) various kinds 
of countervailing power by non- capitalist groups and classes 
md institutions .and vi) need for legitimation of the 
; 'synthosfe of and political, .power in the form of state 

■';,ffiphdpoiy, .capitalism.'. Iheso'.' factors influence tho extent 
■' use of. 'State power by the . Capitalists 
' 'in' which the reconciliation of intra - and 


oonf llicts ’ and,', ri vslri 


C'S, is. .U-iJoinod on the state, 
LCr-'dO'dpcirati G processes 
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aro us'ja 'go -win .;.v;gitliaacy for tho aystun. As a result of the 
rise of atiObC co-dtalist i roogrtyj tiicrc gaorgas on oconotiic 
oasi-fj strcgigGh-jnlng tao rclativv autonooy of tho state 
iru.’i coiacuntrat . d private capital through p. r inf oread 

Oj.j G-I c! ti Oil gl tile fc,.OuOrs KCIitlOIlod t'DOYO, 

In such a frauowork, capitalist nationalisation bocones 
an unpleasant, worth avoiding but nonetheless a prescribed 
policy instruiunt if it cannot be avoided. It may be sugg-osted 
that the capitalist State, worlcLng for prot* ction and advamco- 
nient tho coliectivG interests -of concentrated capital as 
well :;.s for seioothening and nediation of intracl-.ss conflicts 
of cho capitalists and absorbing pressures froia other classes 
has, under certain circumstanc'-as, to niovo agonist s eio seeclflc 
priV(:.te capitals by way of thoir nationalisation in order tn 
re serve and protect the g eneral interests of privato capital 
as a whole . At tines, in th-i process, the political Icgitiiaacy 
of the capitalist, or state nonopoly capitalist State, iaprovvs. 

In, so far as tho historical experience of aany capitalist 
countries shows thoi-i resorting to nationalisations and at 
tieivs, on a fairly oxtensivu sciile, (no only convering 
individual onterprisi.3 or groups of ent^rprisos, but whole 
industries -'jid servic.,s and nrny of then duriiig a r>’lativcly 
short p-riod), one finds that in these countries, neither 
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I'h.^ casj af penal taku--:>vjr i.e. , c.jnfiscatian of various 
c :aiCwrri vjliica colxab orated wj. th tho Hazi occupation forces in 
Fr^iiicv and X'taiy again bring rat th'.' c )nflict bi. tween the indi- 
vidual and the colic cti v,.; iaturosts of . the capitalists oovon 
in thi, la.m-oconoraic Siohores who do not hcsita'na to punish 
tho: rec-alcitr amts and dcvioiits for thoir ann-oconordc non- 
confor-iisio. Thus nationalisation is a logical oxto;nsion ^of 
soite age-old ijrincipl'js raid pivacti vos of a capitalist ocomny, 
bo.sidos being nccossit;-.ted by its nxm inner logic. 

Infect, absolute 100 per cent sway of private prop<!rty 

iind private entirprisG has novor been a part of scientific 

..•.nd classical tracts ni capi tali su right from the days of 
(94) 

Aden Sirath. Theorists like Lord Robbins saw sono olo; i-nts 
of planning in tiio node of functioning of a capitalist 

C95) . ■ " ' ■ 

dcamtralisqd cconony. - Triking a : dynaKiic view of .the principle 
of pubxic provision of certain public goods £ind infrastructure, 
i t Liay be vusuaioSwOi. uhut joo j onxp ir-osh publj-Gm\rostj'ients 
but e..nvorsion of private yroporty into public may as well 
jjrovide the basis for su^.ply of public cund quasi- pub lie goods 
and fulfilio-ait of coll-.'Ctivo obyoctivos ;-.'f capitr'.list ivicro- 
•jconordc ojanageiaent. 


CIS-3S2I 
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Thus capitalist natiomilisation is a dc-arivntj.sad, 
collcctiV'jj scato polioy instrunant', which is n-.: inccnsi stent 
with c£vitf:iisn but certainly is ;; far cry fr'a.i s'^cialisation 
of noans of production and, nitarpriso. In any ease, capitalisi 
nationaii sati ->11 is not the only ;:a:ans f :,;r i.ntr.a'iucing cl'0in*.;nss 
of socialisation. 


On the basis of the doscusslon so far, it nay be iirdn- 

tainud that the overall cdiaractur of initionclis ati on as n 

policy instriiiient is, pro.grcssivc, (in tho sonsu of fricili- 

tating chang'-.s Widen rasolvo ar.ci'ging contradictions in the 

cconony in the .';ir ..cti.on of developing productivu ficrcas in 

/is 

a relatively equitable nannor) . This trait/ particularly 


narked when a conparative assossnont is r.r.d 


various 


policy instrununts. Any coriparison cf the roir.tix^o. roles and 
character 'of various- policy instruiumts has to bo soon in the 
light of th'.j policy goals, cliarnctor an'l jffieicncy -if state 
power and thu level niid stage of dovolopn.nt of tho economy 
in question', or, in -.jth.ur words, t... what -xt-jiit it is possible 
to intr-jducc rdoiacnts of socialisation in the^ -eic-onony, %vun 
those paiyacatcrs, nationalisation is a rolrtivoly progressive 
policy instruQcnt, bccevuse .it is adop.tod when other policy 
instruments fail to stiow adequate/ r ir^jon^^ and make 

f.jr a better and iffeotive realisation of policy goals. 

But thor^ arc sonb c-iddltlonal rdiasons wl'dcb. inhere in 
the very nature of natlomiXisation- .and bes'tisw on it a/' _ ■ /,'; ; 
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r -1,;: G1 V'.iy progressiva character. For one thing, it g vis n 
f :w stop towards roducing the contradiction botwo on the 
incroRsingly social charact-. r ;)f the inc .ssojitly dovoloping 
productivo forrcos and incruasingly concentrat’Od. private 
c jntrol oY-r thovi. To tho ,.xtont tho loost highly crintralisi-id 
capitals are r.-a'oly touched by capitfilist nritionalisntion, 
tiiis rolv) .)f tho. lo'.ttcr is wi*oak‘.,nod. But in so far ns 
iion-;jrivato, c ollocti v-o forras of oom-jrship ox^: and as a rs'sult 
of nationalis.ntion, Imd Quoryonic fer n -of an advfmcod raodo 
of productivon onorgo under capitalism, this basic contrarlieti.on 
is, to nil •-.xtc.nt, smoothened. It can bo said that nationa- 
lisativUis work towards r-stc’ting ;it least a part of tho 
nijcossary corr .Siion.lonco bc/twoon the levtil of dovcloprv.int of 
social productive forces (u-jt^.;rmining potential social prr)duct) 
and rnlntivoly sticky social production relations. By r- ducing 
tuis '^dp' inh'^uajnt in capitalism, it mnkos for. tho rolerse 
of social pro.'Iuctivo forces from the shackles it boconos 
subloct to ail account of its iriner nature. By the sane ; 
toKeii, it follows that without a certain level of socialisation 
in th'. developLi..:nt of productive forces, attempts to introd.uoc 
a higher order of s.jcir.l content to. production relnti vns by 
m.ans of nationalisation i^ould amount to an niiistoric, 
pr'.^mature stop accentuating the contradiction between 
’.productive forcws .ani production relations. 
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Ti>ucj 


a syst aa 6’’'Soci 6n a f imaaniait' J. , roni sc; of 
ijrivat.c is not in the Vn';rr:if'l’ stobo ot fiffairs 

gZijOctud to aaki- us 


of tho oolicy instran'jnt ';f rxationav 


lisation a^aicti loso facto llii: 


.X I 


0 one'. ran.S'O 


activitios of .^rivata capital. But a?a.:n tha initial 
corrvSi-ondvnc-:: botuoon the luaductivo forces yroduction 
relations is distruboil o-'.tLnij t._^ th-,, isYolonuont of the 
former, giving ris.., to a :xroiuction~ relations lag, n-'-ny 
changes in the i.iouo :.)f functioning i eraitalist economy 
come about, Soxio "-f those eh’'uigcs ar'O s'^aontanoous, othurs 
a rts^alt of oi trier group initiativ;. or public policy 
interventions. Increasingly, thoi role of statu intar- 
vuntions in thoso: U::i:’ijust.u...nts’ gets onl.argol. Nation.?.lis ra- 
tion is a i:...asur^., of this genre-, ■‘■his is in rosponso to 
the n3c:ls of the ovolviiig oc..;nomic structure. This is -r'-rhat 
Mx-rx sh'owod in a cliffy rant c..-ntuxt in tho Critique- of the 
Gotha Pr-j^rarmiu when hu shored thr.t can never bo 

higher thcon thu economic stnicturo of society, and its 

^ .1 ib 

cultural doV'..lopLi‘-nt conditioned th-reby”. ’Economic 
structure’ of ca^ita.list ,;c-jnoDy noccssitatos conversion 
oifcprivatu°£nft\ublic ijroper-ty and tho ’right' principlo 
of private ont-grpriso cannot be 'higher' than the 
compulsion of . thb: ' ocpnonic ,structux-j’ , particularly in 
thu midst of ’ cul t'orai . uoy-vlopmcnt ' brs-od on increasing 
state intervention pin' tho oc^jnomy. Thus the sanctity 
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and indjrtinica af private 
nfitionalisation '-ih ^n tha 
i :i t a r vc ri t i >11 s n c - s s i t a 1 0 
as a vj'-^licy instr-iracnt in 


property cannot prevent resort to 
logic of tile syst-vi an.’; of stnto 
it. Tho U30 of iiationaliScation 
a caivltaiist aconony illustrates 


hov a Cvrtain ■iagroo of flexibility by. u-o 

_ (£ 7 ) 

Ci'.il — Lod ins bj. GUGi on (.i.-.- rcixsS'GS iairo**: 
ussontial foaturo of the historical, r-nil 


cins of what was 
: i s an 

economic systems 


v;nich iuany Gheorgtioal, abstract, 'pure’ raodols totally 
ignore. For an understanding of the naturo of nationalisation 
particularly capitalist nationvalisati on, it is important to 
underline this eloSGnt of compat/ibility boti./v;on various forms 


of o\«iorshipj up to a point, in different contexts. 


' These featurs of nationalisation show its ‘progressive’ 
nature in so fa.r as it fucllitatcs continued dovolopmont 
of p'uoductiva forces and a.Ql justment , even though partial, 
of social production r>jla,tions to the former. But there 
is r- still mo r-i important progressive clGment attachod to ’ 
iu from the point of the long-.tcrm social transfonnation 
potnitisJ. and pr. ’.conditions ouilt up by nationalisation. 

It d'..monstratGS tho contradictions- resolving potential of 
non-private, collective forms of ownership, which supplement 
and support collective forms, of managem'.jnt adopt- d by a 
capitalist economy in the form of national planning, which 
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is vssontic'illy r.n uconomy-vrldG extension of the; unit of 
decision-moking 'irid field suryeycG in trie docision-mnking 
procossos,. 

Furth.orsi.oro 5 in so for as some ol(jrayhts of r. n;]w mode 
of production c.''acrgo in an oimbryonlc fo-M . in tho '■romb of the 
existing systom, nationall sou Sector of thu oconeniy is 
undoubtedly an iffiportant oiro among thorn, it try b'.^ taken 
to displvy the shape of chiags to e-^'me. .No doubtj incrc- ' 
mentally H' tionaiisati>n!.s can hardly bo. axpoctod to add up 
to a socialist modo of production. But in a raultlprongcd, 
multi-f acetod, historicnl-dinlestic pr.-ccss of bulldir^ 
up the b.asus c.if socialist transformation, capitalist 
n-ationalisati-n, aft-.;r saiauru of yowor by the- working class, 
is a Step t.jvurds building : of a socia.list socioty’, no 
Capitalist nationalisation can perform that rolo. But 
capitalist nationalisations arc progress! V’. in s-; far as 
they weaken private iadiyfcdunl and joint capital and its 
associated colturol-idu Dlr.;gical system and build' up the 
?4.dimunts of the future mode of production, 

lha;"-%su^ibf'^?'thb:*pbiucyh 

goes to 'shvDw that no historical social system ev.n bo based 
on a universal and .unique method, of propc.rty ownorshlp|. all 
historical systums .hayg .inixud 'mothods of property-ownership 
with a well-dvfinvd structure' of dominance by a specific 



ppjp'-iitiy o'wnsi'stiip » ir ji* fj cypiiiiiljLs’G v:Cv)rix;iyj 

tii'j structur-,' of djuiirifiacG ia con urod around capitalist 

private prop»:rt2;. Tais do.:s not make public own-.-rship 

as such incompatible witli capitalism^ the dorninanco of 

capitalist private property and production is not qualitati 
i comp roil sod L limited 

/ . by its expropriation in cer'cnin'Lbranehcs of 

production. Thus a conscious and purpo si v.' doeision to do 

■away with privato property in certain specific ?:r-3as 

of production and its roplacomcnt by public ownership 

and management by th'.k state is compatiblo with th- basic 

cliaract-er of a capitalist cconoiny. 


The conversion of a part cUid gonerally, a small part, 
of privil-.; property into public property and its furtheT 
nanag'-ment 'lirvctly mder public aogis is both a 
nccossary as well as a logical development in a private 
•jntorpriso markot economy. This is for many reasons, 
arising from haarleot f ailuriesf , various crises and limi- 
tations in thu process of gr.vrth of capitalisri, problc-ns 
connoctod with uneven dovolopment of capitalisn on an , 
internati .nal as W’--'ll as intrn-national piano, changes 
and diffor-nitiation among the basic socio-oconooic 
• classes ,jf a capitalist society as -capit?:tlisn reproduces 
itself, political dovslopments associated with capitalism 
and f jr reason of military- diplomatic nature. 
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O'bvlo'dsly.^ inlur'-nt in tliy aDove f ax: i :)n is 
thu inplicit- ::,3sxi.iption that :i narkct ccajxaip .ar-f 
rosort tj iia‘Gi‘..'n;:,lisation upto a cort.;:dn ‘-xtant and, 
probably, in eortain swct jXs in soich a i-injiricr tiir t 


neither 

its ‘r7-jr. 

.iil 

quantitative ■vj'eie.a'b n:/r its 


tativo 

signif^c:;: 

IC-,.. 

mak=.e' the institutions -d* ca 

.,;dt nlist 

privat... 

property 

oin-. 

1 the riare.et insignif i cant , 

secondary 


/ tbei, 

tuid boroft yr (_ .•..'.oLdriunco. ■ P-niraonurn ilLscussiiig 

Guyana's axpvri'mcc finds nobbdag nocossnrily socialist 

or anti-capicalist in attcupts nt national control of 

(.oy) 

tiu coniaanding hoigbtss .'f th:: oc-oacaiy. It doponds 
on whether nationalisation is ' c jnponsato'iy ' acid supports 
transfer of surplus ■Go cjxdtalists 'ir is "liq'oidattiry" 
in the sense thaG i t .nadmi-'di-.s nc.tionni c.-ixiGrol o'' 7 or 
surplus -niu prevents the gro-wth if capitalisn. 

One Lirty speculfit :: abr.’Ut th=: incren jntnl, ndditivo 
significanc -■ of nationalisation over a specific histo~ 
rical period o£ tine if ' c,.ntinued and recurring 
reliance is placed on this instruin-^nt for a long period 
of tine, tii.rugh th«r-.; uay well be s'ln*.: denati :.'nali sat ions 
as Well, Muen Wv>ul,l depend on the nriture of .dynanisLi 
which a particular, capitalist oconony sho'ws with 
respect to the nature of stat.O int v;,rv-.';ntl':')n and tho 


choices of a poliGy*-nix which includes n.= .tiono.lisation. 


( 101 ) 
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As of novfj ono has not soon a capitalist oconorg?’ 

Ipx unit by unit 

in which sp.ocific caso to ■ ca;soi{j’‘::iir'incQ on natloriali- 


na s 


soctor 




p ■; 0 ouch a largo public 
ocus of powor from private t.:) public 


or soatc capitalist sactor by changing the class 
align.. ,„nt3 in the ■..c-onoi.y. Not ovui the countries 
witn social iu).i)c;’atic parties o/ith a Fabifin philosophy 
of graaualisii had suen a transfoiTiotion .>f the basic 
poorer structure .an^I class relations or the nature of 
state poviur ..on the basis of individual acts of 

C102) 

nationalisation un.iorteJccn over a long period of tine. 

In fact 3 even the suppleracntation of a natio.n.alisration- 
based public sector by fresh public investnent-based 
public sector has not brought about such a qualitative 
transfornation. Certainly, this is not the place to 
jntor into the controvoirsial speculation regarding 
o^rhether such a traiisfori.iation is at all in the realm 
of possibility. 

There !ia.VG,.to bo sonu specific nothods for co-option 
of nationalisation within the framework of a market 
economy. This is brought about by . restricting the 
take-over to specific private untGrprises. Secondly, 
adec^ato compensation payment helps to keep private 
property intact in essentially money capital form* 



• ob- 


it only Units tliT-j scop'O for its" op orations in ccrtodn 
sphoros i. 3,.', tho rajigc of actiyitics op n for . .• 
private ontorpriso gats curtailed by nationfilisation. 


Third, this is an inatruinant which i 
exhausted th.v other foasiblo coursos 
achieving tho ends of Tjublic policy. 


3 adopted when one has 
of actio.n for 
It rioans this is 


a kind of a neasura of last resort. Additionally, a 
further clifficuJ.ty is faced in nationrlising privato property. 
Nationalised i^roperty has to bo used productivc'l,y and with 
a neasure ^f efficiency- superior to that of tb.-:; fornvr 


controllers an'l nanagors from th . privrtte soct.-.^r. The 
raanagerial constraint oxi th<j take-over is further 
c-omplicatod by the finnncir-l constraint of c-onpenso,tion 
liability as w.:ll .is that of pra-vidirg for w-ridn? capital 
and funds for renovation ;,ind riodornisaitim. 


Nat i on,' di s at i o n la a vo t he .op r at i yo 


jhanisLi 


of the ec-onony i.--, and basic class di-ylsions and price 
narKct nechjuiisu, intact. O^cLng to inter-entorpriso 
linkages, nationalised onitc-rprisos continu--* to, follow, 
to a large -xtent the logic of a. capitalist oconony in 
their working. 

It is suggested that nationalisation as a. policy 
instrunont has the disadvantage of inflexibility. Either 
you national! so "or not, but/' there is no half-way house. 


r ju i o 


t. 


'.tionalisation has tr^ansfar offoctivc cantr'il 


into public iianis. 
vury rmcli variable. 
ttiGro arc no intoriie 


TiiaT: noans it is not quantitatively 
It is r-3sortc(i to or not r>; scrtGcl to; 
(llato 'ptions. Secondly, it appears 


VO 


o or is cl.ainci to be 


Q a ono~vay street. Having one-: 
iTibarkod upon nationalisation, it nay n-'t b-- possible t' 


doriatioro'li':':' , .-t Icost vithTOt a lot of auvorsv criticlsn 
cine c jnscquoncos end ojithout follr.'wing a lengthy 
legal-political proCGdurc. Productive appciratus cannot 
after all, be shavtlcd batv-recn paiblic and private ownership. 


On the contrary, it nay bo suggested that the specific 
details .,,'f a take-over give this policy instrunont a 
certain degree of flexibility as those details are 

eai,jable ef a tngh d‘..groc of diversity and crai be changod, 
even with out nuch notice or without being noticed. 

But most of tins flexibility is available at the point 


of time when any onteU'prise or a group of enterprises 
are taken-ov .r. Sorie anount of flexibility be 
availed 'f avon after n: tionrdisation by changing the 
organisational structure, financing pattern and operational 

policios. In sum, it is a policy instrument availabl*': 

to an-.* availed by capitalist ecejnoniGS. It has both a 

short-run and long-run significance, lauch greater than 
most of the other policy instrunents. That is ifhy, it 

evokes such strong r- acti;:ms and is nado use of less 
frequently than most other policy investnents. 


1) Katzarov, Iv; pjV The ..^a/'U© 

xiar tin Us ' N i j ho f f , lb '54 . p . ,;i3 ♦ ' " ' 

2) XJlicl. pp. 142 -■ 147 hlid pp.147 -* 150. 

3) IMAt PP. 3,7 - 18. 

4-) I ]3 j-d. p»l7 foot note 95 quotes Scauiioel, 


5) 


8) 


lisu.tipA AP-, a© t;.©XSPilc.ti v_©.5 

19a 2,, London Cp.30} 

tiie oiioiiand, to 
'1 


as sa^angj 


Ao ’would be easy, on 


expouiid a. oiiesis uiiLca vrou-ld iiail 
us a fairy godoio taor to the nation, and 
on the other hand, 


a tio x.t ™ a U v_t.04-i 

eiually ea.sy, on the otherhand, to construct a case 
personifying na Gionallsation as a tyrant v/ith bloody 
haiids". 

Liarx, Ivf wrote, "iiie laonopoly of capital becomes a 
fetter upon the xiiode of prod uc cion, which has sprung up 
aj:id floui-i shed along xvith, ai^cl under it. Centralisation 
of the Cleans of production and socialisation of labour 
it least reach a point where they become incompatiable 
mtli their capitalist integument, Ihis integument is 
burst asunder. The laiell of capit list private pjxiperty 
sounds. The expropriators are expropriated. " Capi tal, 
Tbl, 1, iioscov/, Progress Publisners, p, 715, A similar 
position is talcen by Lenin, V.I ''there is only one way 

of ending the exploitation of labour by capital, and 
'Chat is to abolish the private ownersnip of the 

Instruiaents of labour, to handover all factories, mills, 
raines and also all the Mg estates, etc; to the whole or 
iocloty and to conduct socialist production in common, 


di rectsd by the workers thaiaselvs 
7ol* 2, I'd scow, Progress, p. 108. 

M .A.-Lea? London , Geo rge 


iil l e n u 


n, 1961, 


3) Katzarov, p.75, ■ ' 

7):; 

9) I dem, iilsoj Einaudi, Bye, M5 and Boss!, I 

• Nationalisa'tlQn in Fratioe, and It^gy. I thaca- 

Cornell Ohiv, Press. 
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10) Clarkson j fc>. jjie oo vlet_ ,Theo.ri of .jj.gvolQBiaga^* 


12 ) 

13) 

14) 


Sr^tolar ship. lonlon , 


■i*iao*ki- li 


-,vi T 0*70 
‘Sjl 'i j-iT' f<-) 


? i- 


55- 


possibilities of constraints 

see iiUghiosj Gj 


60 

on Ha tionair s a on' ixc -A-irica^ ^ 

Pre-conditions of Socialist -Ocvelopiuont in Africa; 
iblG of na'tiottalisation -In GconoEf-c dovolopmcnt is 
discussed by Bronfonbronnor, M5 *‘lno -rt^jpeal of 
Confiscation in Bconomic Dovolopnont” in Th^j^ 
Ec onomic s of B hdcrd ovolopm on.t. ( nf 


and Singn S.P j 
494. 


Gd,vs7) London. 


n.Kl 


W, 1953-pp. 47S- 


11 } Boosley, M 5 and Li ttlc„child, S| Privatisation: 


Principles, probloms and PI 


'01.1. >P I 


.D. 




Bonk Roviugf July. 198-3, No. 149. .ilso ,K^aletsky, A 
2i’ivJHT4{n'oa..in.'D6y€ili;;>ping. -Qountries . Eyeryvtiere 
in Stato Bank of Ijidi^nfevi cw. g^^Snst , 1^85. 
'Feature on Privatisa'S-on” in .isia Gloa’ranco sale 
in Far Eastern Economic Hu view, 25 July 19='35, 

Katzarov, op, ei t.. pp, 76“ 69. 

I . id . ,..p, 76. 




15} 
16) •• 
17) 


Soo, C-avrilin Vj ^oclciAs.t .Hgt iong li j ptiGi>--ba!i. ,. to 
Progi*GsSy ibscow'. Hovoaty Bruss f-o'-ncy P ’ibl.ish,ing 
House, 1976, p. 31-13. xUso, Kaoion-ailsation of 
Large-scalo industry in Aussia, in Spci'j2!Lofi'’^i. 
l^eiisy_cMi'XdtIilVQfi.* .Juno, 1979, pp. 'li9-lM. 

It conciudod. that “the history of n:,'.tionalisation 
as carried ‘OUu by tao Poviot ouaGo 3ho''.'rs that 
x^rhilo conversion of rhd ikorns of 'prodiiction into 
public P'bpc-rty is a feature of the socialist 
rovolutioiij i ts , forms ojid methods dopond on 
;;;cir:e'bastancds”,:vp,':'::l'24 H 

3 r.. .. feiA * P« 7o, Gavruim, 7^ pp, cit . . pp, SB^SS, 

Soe, Weinor, H.E. , B ji tj^ h. ,L-abour oM P ublic 'Q-m.or- 
sMli. London, Sto.vons & Sons, 1360, Chostor, " 


T .■ ' .w VU * 4, J S-..Ay (* W t-Atj: O i/U X f 

■Of,B_riti.sh.Jndus_trs 

London, HMS Of fio, 1975. illso. Robson, . 

■ W.A; ',Pg>Mi2BS.Xf_;Natlonalisqd- In du s try . London, 
Goorgd xTLlon & Onwin,. 1952. 
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jjiiia'-tj- j ^.'.'1 cc C'wtiji’Sj j p Q.z’ti c i-iLLcijcly PP» 

3-12, "since the ona oi:‘ World V-Jur II j govGrnnion.ts 
havG, to an incroasing oxtontj accepted tho proLil 
that in oxtiar 1:0 richiove certain vital aims of 


pubi.Vc c'eneni:' T):jli 07 / , it was ncccssaj?},' to olaco 
no t only conu:,.u-.. d .it ortright ow:iv,rship of 
jcoiioriiic assets in public hojids". p. 4 * 

For instance, giving tho i'iguros about th.' v-alnc 
cutx uij. 4 gnj- ciJG. Ox thij uransxor oi assx^ us -l j.*ora 
pri^.’ato to piiblic owners hi by m-aans of nationa- 
lisation of transport in tho U.w. ^ it was saixi 
that tie Biuti sh T'rcPicDort Act of 1947 tri-eaig x'^vor 
railways and long-distliiGc haulage roprosonsed 
tho l,.rg03t transfer from private to colloctivo 
07^aorsuip iii .a c.vitalist economy. See, latzarov, 
? P» 14 foot note. Also, Ghostor, 
bir NorinaA, op. eit. pp, 12-15, 

I bid , p. 24 Gav.i’ilin, V 5 on. ci t . , p, 4d makes a 
sisiilar point, 

OxiVriliii, I, P»45 

itatzai’cv, OP . ci t. , p. 240. 

Gavriliri, v; PP* 43-49. 

It has been aaintain.jci that soclxelist rationalisa- 
tion is not inocxipatiblo vath compensation 
Payment for c.,pito.list property^ it depends 
on actual, concrete ci r c urns t jar cos. As Engels, F 5 
wrote, "we by no raeaiis oorisider compensation as 
irnporniissiblo in evont^ Marx ,fold rao (and. 

how many tim.„s,’)' thae in his opinion wo >^5uld 
get off chexipest if we could buy out the whole 
lot of them". Marx, K 5 and Engels, F; &^l , ect.ed 
W ork s. Moscow, Progress Publishers, p. 474. 

Lenin also wrote that accoxding to Marx "The idea 
was c’onceivable of paying the capitalista well, 
of buying them off. " Lenin, V.I; col lected worki 
vol. 27 Moscow," p. 345, It appears that in 
the case of .wholesale nationalisation of all the 
moons of production, compensation pdJini!en.t'±B 
not ,'Pj^orently meant to give freely Hiobilo monoj 
capital to tho capitalists for invostmont (this 
is not pcrmlssiblo as private enturpriso too 
is olimin,.,.tod along mth .capitalist private • 
property). The pur.joso of such coraponsation 
p aymont sooms to bO' mainly political, to w'oal^con 




tanco of the capttaiis'Gs to buy thorn 


the r3Sisx;cLncu ui y uo 

6ff isoli ticalljj in to nooe o 


he process 


tri 


iiisi tion r,o soci :ii 


o couijplete 
;l sin \ii th” the 


lasst possible disturbance: 


25 ) 


26) 

27) 

23) 


nacn-ie, rh quoted in Kaosarov 




ci t. 


29) 


30) 

31) 


p. «x, 

iiptsllhoff j Q. 0 j aiO, ..'-‘"i'™ . 

Fell cyh London.^ Flute Fressy 1978. p, 62. 

pXicycj-u' iq&edi ci nu-i. t;.vx.L 0.5. . vo^, TLi 

iurHioTr-iiriration by iiontpel FirpjiO p. 214. 

Eia^els, Fr, ^■liiti-Dahring (,•. 30'2~:309. a:..i)p. 48-77) 
I'l’.riy others ?.lso hi g alight .hiis aspect of 

Xi . ^ '-j-i- an Sc.i ‘^i o ii . oe0j -q so c.*. i.-tit six. 

eP'id Nationalisation, Fabian fract, 1956 pp, 5-7, 
r-lQprintea .in iTatioiifiLi sa tion.p , book of He adings 
Sd. li,U' 


; .;i, 


H; Gillen <ii iinwin London, 1353. 


Linaudi, M; "fhe siiift to direct concrc.' 
IF::-, bio n ilisa tlon in Fran ce and .1 tgly. 


1 Q 


Cl 


ill 

.iauj 


calls it '’outj^ight owners idp of economic os.scts 
in pifollc hands"., (p. 4) 

..s .IrrUii stayya M-inbaais, "If a lapr doesnot 
provide for the trimsfer of private intorost 
to the state or, the bodies created by the State, 
it oanuot bo regai-ded' .ps o. u.pbionalisation measure 
For instance, although many land reform roasures 
involve coinpiilsory divesting of priviite interest 
in land, they donot necessarily provide for the 
t:c:msfsr;p:f: state, but 

'frequently provide for a redistribution of the 
excrop .via tod lan.d private individuals........ 

. -^hese cannot bo regarded >as 

liatioiailis 'tion meo.suras " Chap. li. • -',anikistayyc.i 5 
V. Problems delated to compensation on ilationali- 
sation of Industry, m unpublished Ph. D, Thesis 
■::Of.:;::;0sm;,»n;in;,:.:bnlvensi'ty4i,1977.*;::6;Cr^ 

Tinbergen, J FcQnjii:]i._g ^Po licy; Pilnc l-cles n.na 

design , ^xisteixi.iin, 1956, p, kD3. 

Lenin - quoted .above in footnote 5 'fDOve, -^Iso 
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33) Tte concept of property is ai inter-disciplin-iry 


concept, its liniis with economics; 

law, ^ poll pi Gal 'Gliao ryj _ e tc. 


10 


dit 


or Ih 

n.in ..uicols 
di :l i’o ren tiy 
classical liber 


nays 
0 j' 


•i.a vi-i- wuuiiuiiu. cs j philosophy, 
w. at.Q, Hany dlfiorent schools 
ureaoou cho conceot differently. 

1 -, 


;reated 
thoiieht w' 


*- 4 . 


Allows 2 


11 nave viewca property 


il 


Romantic 




school 


3 


yiu¥5 Christian 




M; 


boon dofined as "total not valuo 


. ‘sJ pV j x twiiieU-i. vj»a, ,V J- v.; w j 

social vicaw, Fabian viow, Marxist view 

yi C' \\i i"i c c « r 

due, ’Forsuth 
Poli cy , London , r 
1 j.“ in :i fin an cl 

doiined as "total )iot vuluo of tho assets of a 
n tural or legal person at a parti culair time". 
I bid. p. 21 . Bgc also, Schlatter, Ficharcl, 




iiioli caption, 1071. , 

, property 


1 - 

rif:is 


00 on 


particularly chapter ’lEII "The Natural Hight of 
Proporty" & Cheap, VIII <1 IZ on the clasical theory 
during l 8 th & 19th centuries. 


34:) Placing limitations or some controls on pxlvato 
prO'P'Orty is not alion ovon to those schoo.ls of 
thought which regarded individual property as 
^natural', )r iristaneo, tho classical liboral 
view Of property, propoundod by I'.H, Croon, which 
rogtcrds p rivato property is natural 'because it is 
rogaried as "tho oxtornal moans of realising and 
expressing thoir inner, froo and ra.tional arill" 
also conecdus that "v/horo tho .:p row riot, ary rights 
of one group of people intorfe aed vath tho 
dovelopment of the proprietorial capc.city of others", 
"some control over property rights was necessary". 

I bid. p,3. In fact, some theorists have suggested 
■chat capitalist private p oporty, v/hilo clcJL'ming to be 
based on tho princnj.'le of the natural right of 
property, itself caiao into boiTig by s'ubvurting 
feudal private property. Schlatter argued that 
capitalist private property was^ infac’b subversive 
of the legal rights of l<;indlords imd other inportadt 
groups of o-vmers and in the modern capitalist world 
none of the important forms of property can bo 
■ liruiod ’bo ’Ghe natural right thuory" o o. cit s p* 278, 

35) Lange, O 5 Poll tic rJ. Lc o nomy . Vol. 12 Gonorol Problomsr, 
Now Yoiic, Macmillan, 1963. pp. 16-17 and pp. 59-00 
and pp. 66-67, , . ^ ■ 

-uang'-'j u w,«. c2)t 




I , L ) .X (3. 4 ■ ^ % -i- o ® , . . , . 

Habaj Zdsnefej Sociax Ounsr-jLip as a T^.'pe of 
SconoBiic Relationship in Ga-^chosl ovak Economic 
P-cgsrs, No. 15 Prague j 1976. pp. ?-23. Its attonp. 
■to rn8.k8 a distinction bstueon property relations 
' (relations DUt¥v.3n man and ob loots) " o-and ournsrship 
ralations ('■'relations belvcon pooplc- and only 
modi at od by obj ,'cts" ). sc iss to be oyerdrawn and 
umicGcssary. ;p. 7. , ■ 


Lantpn Oi op., cit. p.B 


39) I bid , p. 17. soo furtN'jr, "i'hc d-j-cisivc role is 

played by the^ ovrnership of th-c m-jons of pro- 
duction, miich conditions all til-:, r 0 : 1 . 0 tions of 
production constituting th’/i vconor'iic base of the 
social formation in . question, o’^saiership 

of means of production dot-.-rniiii'-.-s the goals to 
which the means of pro-auction or-:; clir-cctcd and 
henc-c- to which all the pro:i'J.cti“/:.; fore s of a 
given soci‘.;ty arc .turned. It also d'-.tormanos 
the means of obtaining th...s>e ob jeeti v-::s, 

The ovn-'ersuip of the mvearis of producai.on 
c doterminus,’ mordov./ tho ob lection and activity 
of ;.?ii thos.: persons who arc not own -rs of the 
means of production. Thus ownership of m.-ans 
: >of p:;roductidhpdu^^^^^ tnu ;. c3soai;ct atirnuli in 

work in a giv-3n .social formation, as -^.'a-ll as tho 
ns turn of r>jac'tion to such s ti,rr.',ujJ. , " p, 66, 

40) /■: ,Xat zarov.- oph cit . , .;p . 4, ■ ■ 


41) I bid. p. C .also Hanson, . H:, "property was 

r gard'ju not merely as a r’clationship bctwwion the 
ovm-er and the things ho o-\TO'..d but as a tripratito 
relationship v'hich also involved socioty". 

In preface tobnatzarov, on. cit, -pV. 

42) '--:t : Katzardy4" -' bn:.:-tcit . :v^: 130 -atid:(41.'h ':^ 

43) , Pirarasij _M| op. cit . p. 214. 

44) Grossland,. The Futur' of Gpcjallsm . 

45) As Rob son , , Ac . .put s it, the di si llusi onment 

of the :LaD 0 ur Paity with the results of 
nationalisation :wa.s pa3itly duo to the fact that 
they expectud^ too much from the mere fact of 
nationalisation, and duo to insufficient ■ 


...u 


53) 

54) 


und'^r standing of tha dcvciopmont, orgonisatlor 
laai'jo.g ’.Syiit; t-clmology -’nd labour in takan-ovoi 


in d -IS cri 03 ciiiu uu 


tion, 
r 

.. _ , . porsistont donigration of 

tnc naoior:Lftlisod^indastri,,.s by powerful organs of t ho 
priyapo sacior. in Kntiunalisod Industr?/ a nd 



.i.9 O-j . p P . OO** . 

7 

46) 

Katzarov, op. cit., -dd, 25 

and p . 141 . 

47) 

I bid, p. 160. 


48) 

x'vcitzarov, O'p . cit,, d. 139 

. 

49) 

Robson, W.Aj in prof ace to 

p. V. also 'I_ bid, p. 13,:/. 

Katzarov, op. cit,. 

6 G) 

I dord. 


61) 

I bid. p. 140. 


52) 

Picciotto 3 Solj "Firm and 

stat :■ in the Tlorld 


nconoiiiy'’ in i-Iratio na lisatioii of Huliinaci o nals in 
P crip hor 0.1 Scononi '.s (od. Faund’, s, D.O. & 
Picciotto, S. ) Londonj Ilaccmilla.n.; Iy78. p. 219. 

I bid. , ■ ' 


nhoff, S.dj Tho ioate. capital and E conoaic 
icy 3 London 5 Pluio Press, I 9765 Chapters I, IT. 

J- -L » 

Piociotto, op. Pit . . P. . 223. 


nrunhoff 
Poli 
5"lTrT 


66) Bruntioff . op. cit . p. 102 ) 

57 ) I biid , p, 66' 

58) according to brunhoff, klthuss..r naintainod that 
til.-; statv operates not only through Ulolonc-'' 
and 'ideology’ but also nt a distanco^ p, 102, 

59 ) Mai'x. Kj Gc. j..ii t:.il . Voi. Ill iioscoWj Pi'ogr,iSSj 
6o5 ICatzarov, on.cit . n p. i57 foot note 149, 

I dom . The same, idea is oxprossod forcefully in this 
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find Ic'W 


inaniraous 


q 4- f ii - 

O U CX U i." : 


67) 


S8) 

69) 

70) 

71) 

72) 

73) 


yajj ‘’.Sociology^ ^;conor:dcs 
-•in d-cclaring tlia'c tiio nation s.-,.... 
end tais is what the odriginr.tors vrerc oxprossly 
trying to ornpiiasis by tin: choico '.-f this t.rm”. 

I bid, pxn. 152-153. T'tiC ro'-tionaiis'.d uiitorpris'-.s 
ar-n'not undar the sp^-11 of th*., n-n'-kot forces 
in the. safiio way as private ot corporat^^ firms arc; 
the, f.-yrmor are iin dor public influjneo to a 
Inuch 'irvato than tb.o latte-r, hs Bcssly 

and LittlGGuild (op. .clt.j p. 4) implj/’ when they 


way "soiling a aepcionalisrl industry substitutes 
market discipline for public influence". 

Horico it is incorr'./ct to hold, as Oliiorhcnuany 
E, cloos,^ that neitl inalisation has meant ths 
incorporation jf ■'rforkers/thc dir ;ct orbit of the 
s iatc laachin .-ry" . ■ -in ■ •"■^epTond'-jnee and N jn-Gapi tali sti 
D ov-^lopm-ant in tho Cfiribboaiif Historical Necessity 
,n.ad Dogrjo of Froodom” in S cigncQ and Society . 
Wint\..r, lo79, p, 406. 


64) 

H.aba, 

dJl 

. cit. , pp. 

8-9 

• - 

65) 

MarXj 

Si 

Economic f 

■.nd P 

hil. 


1844 

(Sn 

glisii edit ion-) - 

K-fs 


p. 72 





66) 

Hob a, 

op 

p. 

:16.,- 

■ H'.’ 


of a 

St a 

i-ii x 0 rTii' ^ 

own<;i 

rsh 


accu|- 

ited 

;')S 1 

latur 

al 


Iso says, "the necessity 
is thus univ€rsri.lly 


of the legal subject of ownership of moans of 
■pxo!.luction". p. 16. 

Is Oiiiorhonuan, op. cjt .. says, tho change in 
ownership s'cructuro rofi -cts a change in the 
source, not the conditions, of exploitation of 
labour”, p. 404. 

Haba. ' Q P. ■ cit. -., b. ^7. ': 

This point is dab crated a li stio later in the 
follovang pagus, Haba, op. cit, , p, 16 cites 
■■ bpnindt:f'^^•hol.d::';thi:sd.yib 




160. 


I bid, p. 161, Eg thinks that, the t-.rm 'hationa- 
: ld-bif 5gppdp:i421S4:7id|dou;de::ui 



R&ml'a. stayya. op. cit , , chapter il. 
I da a. 

Katzarov, o.^. .ciiy. 3 147-150. 


') Beitlahairn, Guarlas', Th e Transition to socisllst 

Boonoin y. .Sussex. Harvest or Pi-ivss, ~i975. p. 43. emphasis 
in the original. 

D I deci. . .. • 

') L-snih, y.I^ G ollee ted ^^ orks vol. 27. p. 337. 

)) Bc-ttlscheiu, Gs •op, cit. pp. 43 t-47, As Lsnin 

..•ointadj ■ out, "Tne diifsrance betvraen socialisation 
' and simple confiscation is that confiscation can 
'ba carried out by 'determination’ alono, vithout 
ability to calculatG and distribute properly, 
vdiereas socialisation cannot be brougnt aDout 
v.rithout this abilitv". oi)j,_cit . , pp. 333-334. 

As ciuoted by Bottlshoin. 


82) 

m » • * «t • 

Buttlehuiffi, 

• » # • 

(Jc^ op* 

• * 1 

Cit. 

S3) 

B-attlaheim, 

C., op. 

cit. 

34) 

m*. ba, a, pp 

. cit. , 

pp. : 

66) 

Bottl'-heim., 

b 5 iH.* — 

ci t. 

ina'O a q uat a 

l;:jVbl Oi 

' dov 


in bo Vi -St agriculture, -cnougn iauu_ v^/cis 
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IfeSIQMitSATI ON IN INDIA AN OVERVIEl-J 
Kamal Fayan Kabra 

In this chapter we attempt to give an overall 
account of the process of nationalisations in India over 
tho period 1947-1980, The account of nationalisation has 
been given for various plan periods and some salient feat- 
ures of each take-over are brought out on the basis of our 
detailed study of each one. This is followed by an oxamin- 
ation of the sectoral composition of nationalised public 
soc;^or. In the last part of the chapter, we attempt to 
present a picture of the overall size of nationalisation 
in terms of number of units and some financial indicators. 
We also show the relative size of the nationalised sector 
vl s-a- Vi s tho corporate sector, the non- government corpor- 
ato sector and tho public sector. 

During the period 1947 and prior to the promulgation 
of the Constitution in 1950, there was only one instance . 
of nationalisation. In 1948, the Reserve Bank of India 
was nationalised bringing to an end the controversy regar- 
ding the setting up of a fully goveranent-owned Central 
Bank for the country. This nationalisation, in which 
compensation paid to the erstwhile owners was Bs,5.93 crores 
(against a paid-up capital of lb, 5 crores), came against 
the background of an adverse ^Idvico regarding its nationa- 
li sa ti on by - • t he Governor of the RBI , Since t he Governor 



of tliQ BBI had to^-baw~hofloxuj_Jihia_uxpjiaasad 
and comaiitmont of thu Gov^rnnitint to go ahead -with the take- 
ovar of the RBI, the nationalisation law expressly sought 
to ensure that the change in ownership remains a mere 
formal one without acquiring substantive content. 

In any case, even prior to nationalisation, the RBI 
as the Central Bank of the country was-opGratiOd under a 
great deal of - Government control. The former owners who 
were represunted on the Central Board of the RBI and had 
strong -links with the larger industrial houses of the 
country, were also maintained on the newly constituted 
Board of the RBI after its 'take-over* In keeping with 
the federal polity of the country, and following a largo 
number of economic and social issues listed in the State’s 
list of t ho Constitution, the State Governments deserved 
representation on the Board of the RBI, But this did not 
happen. Nor for that matter, labour and other professional 
and economic groups in the country wore give-n any say in 
the control and management of the RBI, Thus there is 
little wondor that this take-over did not stir a ripple 
of protest form any of the sections who are generally 
opposed to nationalisations. 

After the , new Constitution came into force (which 
laid down the procedure and term of State acquisition of 
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privatu- propurty) 'tha GoV'..rnim;nt acquirc'd. in 1952 the , 

7izag Shipyards by moans of share acquisition. The price- 
paid for the shares was lowGre than tho paid-up capital 
of the company, Howovur, <as wo -soo in tho chapter on 
Nationalisation of Stiipping Companies , tako-ovor of this 
company was more of a nocossity than of a choico and did 
not roGoivo attonuion of tho public as an act of national- 
isation, This is bucauso, by and largo, tho companies 
whoso control and owicrsiiip wore transferred' to tho State 
by moans of sharo acquisition wore not popularly porcGiVcd 
as acts of nationalisation. 

Thus one may say. that nationalisation of nono airline 
companies in 1953 by moans of an Act of Parliamont was tho 
first real, m-«aningful and noticeable policy decision to 

nationaliso an ontiro branch of economic activity. As wo 

. . , , ' ' 

SCO in tho Chapter in airlines tako-ovor, tliis decision 
to nationaliso iin v^ntiro branch of oconomic activity was 
taken in the fa,CQ of ru commendation by an export bo-dy 
which was gonurally, though vaguely, against nationalisation 
The Inquiry Corami tt 00 , hoadud by a ;judgo, recomraondod 
liberal govurnmont assistance, both financial and intorms 
of traffic and tarifs and for strengthening private 
operators by means of mergers. 'Though tho Government 
went in for take-over of these companies in x-riiich some of 



the most prominent and biggest industrial houses in the 
countrj had stakes, terms of the transfer to public owner- 
ship were very carefully devised in such a manner that the 
hurt was minimised and this decision was not allowed to 
•cause -any -misgivings in the minds of the industrialists 
and prospective private enterproneurs regarding any threat 
to private property by recourse, to ' confiscatory ' measures. 
In fact, many interest wittiin the country and abroad 
showed an understanding attitude towards this decision. 

The fact that some powerful private interests in civil 
aviation continued to hold sway in this arena even after 
nationalisation by being nominated to commanding positions 
in the new set up and in the determination of compensat- 
ion amount for their earlier enterprises may well have 
contributed to this non-hostile attitude towards nation- 
alisation of airlines, 1 minor engineering company was 
taken ovor by means of share acquisition in 1953, owing 
more to political and micro level factors rolatod with 
the integration of the former princely states, than to 
any sectoral or general macro-level factors. 

The year 1955 saw a major act of public sector entry 
into banking, inaugrating an era of mixed commercial 
banking, when in 1953, the powerful Imperial Bank of 
India, the biggest eomraorcial bank in the country with 
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closu connection with the RBI and having some participat- 
ion by foreign capital, was nationalised. Though one of 
the major reasons for the take-over of the Imperial Bank 
of India was the need to extend banicing in the country 
by follo-vjing a policy of vigorous branch expansion a.nd 
for giving special attention to t ho needs of tho primary 
sector, this nationalisation become a forerunner of 
eventual total transformation of private sector banldng 
into public sector banking. However, an excossivuly 
liberal compensation amount was given to tho former 
controllers and thoro was a liberal association of private 
tradea and industrial criclos in tho management of tho 
successor Statu Bank of India* This was cluarly reflected 
in tho banking and lending policy of the SBI which could 
not change tho composition of its loaning operations in 
a.|iy' way difforont from that of the commercial banks 
controlled by largo industrual houses, 

Tho year 1955 also saw a joint sector company being 
converted into a fully government company owing to 
administrative and operational problems. Thus one finds 
that during the pre-plan and the First Five Year Plan 
period nationalisation had made a mild and halting 
beginning involving two financial institutions civil 
aviation and three minor shipping engineering and housing 
cimpanies. In terms of the policy perspective operating 
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during tho First Plan, nationalisation did not soem to 
count for niucli, except ttiat if civil aviation was not 
takon-over by tho Govormaont, liberal financial assistanco 
would ha VO boon necessary for modorniaation and expansion 
of the fleet by the private companies, Tho nationalisat- 
ion of the RBI was largly a matter of formal natiiro 
(negative in the sense of reducing the direct power of 
private enterprise over money supply and monetary policy) 
and of long term significance, ' The nationalisation of 
the Imperial Bank of India gave a very significant 
foot-hold to the Government in the financial sector in 
general and commercial banking sector in particular, 

during the Second Five Zuar Plan poriod, there was a 
marked incraaso in the number of nationalisations, partic- 
ularly, in the financial sector, involving both commerc- 
ial banks as well as life insurance. In all, 250 financ- 
ial companies were transferred the private to the public 
sector for subsequent operation as public sector units* 
Only three non-financial companies were nationalisod in 
1960, Two of thesQ, Mazagin Dock and Mughal lines 
belonged to the shipping and ship-building sector, while 
tho third one. Garden Roach Workshop was operating both 
in tho field of ship repairs and engineering. Those 
companios wore acquired by means of share acquisition 
Considerations of defence relatod production and the 
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natid to uxpand ship-bxiiiding and shipping sarvicos wore 
tile main raasons for conversion of those private units 
into public ones, , 

The most significant step during this period was the 
nationalisation of 245 life insurance companies whosG 
net-worth was in excess of B3.24 crores. Public sector 
was granted the monopoly of life insurance business. 

These companies with assets of Es,4ll crores and business 
of about Rs,125G crores wore acquired by passing appropriate 
legislation in the Parliament, giving a compensation of 
Rs,5,21 crores to the former controllers of those companies. 
It was officially stated that his riationalisation had for 
long been under consideration of the Govornment which had 
been making discreet inquiries into the matter and found 
that the normal controls under the Insurance Act wore 
insufficient to prevent widespread mal-practices in this 
sector. 

On top of tlaeso sector specific objectives, national- 
isation of life insurance was considered a useful measure 
in order to enable the Government to raise financial 
resources to moot thu ambitious investment needs visual- 
ised for the Second Five Year Plan, The Government was 
also aware of t he close linicage between insurance compan- 
ies and t he controllers of largo Indus trual concerns. 




- T.UU ZIQS Dutwyon the controllers 

of insurance coinpaniv-s and those of largo industrial 
concorns, it was expected that tliis step would contribute 
to weakening the forces of concentration of economic power 
This aim latched on quite x^oll vdth the newly accepted 
objectivG of striving for a Socialistic Pattern of Societv 


In addition to thi 
India in 1955 
the Report of the Ste 
Credit Survey, the Go 
recommendation of the 
set of 


■e take-over of the Imperial Bank 
j as a follow-jap of the recommendations of 
^ring Committee on All India Rural 
''ornment had pending with it the 
same expert bod^r and for the same 
reasons for tho Qorg.r of mny banks sot up in ^ 
foroor princely states generally having a good 
involvement by the former Maharajas and operatir 
r respective territories. Rather than straight 


Government 


in order to avoid generation of rnisgiving in the private 
sector concerning ’socialistic’ intentions of the 
Government which wore Seen in business circle to be 
surfacing in the wake of the take over of the Imperial 
bani of India and the insurance companies in quick 
succession and the passing of the iivadi Resolution on 
the Socialistic Patturn of Society by the ruling partyp 
the Govornmont wanted to consult, those banks regarding 
thoir attitude towards their merger with the SBI, Somo 
banks like the Bank of Baroda and Bank of Rajasthan, 
which had the association of many industrialists with 
them opted against merger with the SBI and wanted to 
retain their independent private existence. The other 
banks wore not averse to thoir association with the SBI, 
Thus only the consenting'., banks wore nationalised 
(and made subsidiaries of the SBI) but by avoiding thoir 
merger with the SBI and retainging thoir separata 
identities, univorsalisation of the working conditions 
of thoir omployocs was avoided, leading to somo savings 
for some time in tho wage bill for the public sector 
•banks* 

During the- Third Plan period, very few nationalisat 
ions which took place were in the banking sector. Since 
these wore brought about by moans of normsil day to day . 
administrative action in terms of tho enabling i ' - - 


provisions of existing laws on the statute book, they 
oscapod public notice. In ally 18 sma.ll banks were 
brought under public control and were morgod either 
with the State Barilc of India or its subsicliaried. 

Transfers to public sector baniclng wore brought:,, about 
of three baiilcs in each year in 1962, 1963 and 1964, in 
1965 of four banks and in 1961 of five banks. 

The private banking sector in India was facing many 
problems on account of many small and non- viable banks 
which had mushroomed during the post Second World War 
period. In order to deal with those small banks often 
facing closure and liquidation, the banking companies 
Act, State Bank of India Act and the State Bank of India 
(Subsidiaries) Act contained enabling provisions for 
merger of these sick banks with other larger banks 
including public sector banks. 

It is an interesting co-incidence that during the 
Third Plan period, the last of the plan of the Nehru Era, 
when no., nationalisations of important non-financial 
enterprices took place and nationalisation was absent 
from the agenda of public policy, two small companies::, 
in the shipping sector were acquired by means of share 
tiansfers. Both these companies were takon-over on 
accoiint of factors relating to wars and external relations. 



In 1962j as a result of liboration of Goa, a sniall sliip 
building, company under portugosu control v/as acquirad and 
subsequently camo to work as Goa SliLpyards, In Eastern 
India, a private company operating shipping sorvicus in 
Bengal, Bihar and Assam became non- viablo as a result of 
hostilities with Pakistan which jeoparadisod its function- 
ing in w!:iat was then East Pakistan and necussitayed its 
take-over for continued functioning. 

The' Third Plan was followed by a serious political and 
economic crisis which was reflected in discontinuation of 
medium term (five year) planning and their replacement by 
annual planning during 1966 to 1968. During this period j 
one could not have expected any major oconomic policy 
initiatives. Except for the continuation of the policy 
of strongtheaing the banld.ng. sector by weeding out the sick 
and ineffiiiient banks and by merging some of them i-dth the 
public sector took place. During the period 1966 to 1968 
six small private banks were merged either with the State 
Bank of India or its subsidiaries. 

One can see that during the period 1947 to 1968 i.o, 
during the first 21 years after independence, the only 
significant najiionalisations wore in the financial sector 
involving the Imperial Bank of India and fiV'.; largo 
princely states associated banks, the life insurance 
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businoss and a good nuiubcr of sicis: i.nu inv-^iici^nt banks, 
Ttio nationalisation of civil a.vicition ,a»i.-,^ uti... i*irst 
Plan poriod. was ttio only significant nv-uiomtlismiion in 
tho non-financial sector, though, again it .did not forn a 
part of the manufacturing or goods producin..: s..ctor. 


iiftGr all, it is tho industrual suctor in which there 
was a significant concontrati on of private cupit:'.! and 


which could well bo rogardod as tho most compact c-.n^l most 
powerful oconomic inturost in the country's private sector# 
In terms of erosion of tho power and resource base of the 
private sector, thoSo nationalisations did not count for 
much especially in comparison to the growth and expansion 
of the corporate industrial sector which was attributable 
to public policies, planning and public suctor support, 
the, 'number of companies taken-over during tho Sucond Five 
Plan period accounted for almost 17 percent of all the 
take-overs in the coimtry, though their signifl 00*000 in 
terms of either paid-up coipital or assets or compensation 

is not comparably significant. 


HowGvor.j; owing to the significance of life insurance 
in the financial sector of tho oconon^ in terms of turn- 
over and net-worth, the contribution of Second Plan to 
all the nationalisation amounted to about onc-tonth of 
the total. Such steps of nationalisation lacking by 
and large, a systematic basis^ and without an overall 
economy wide parspectiye cannot b. regarded as 



as- 


constituting an identifiable elonent of a public policy 
•whicEi forms part of available foasiblu policy options, 
whonevor alt..rnativ-js are apprrdsod. They roaain 
simply as so many specific acts of state intwrvontions, 
and fail to definvi any policy towards change of property 
and social relations, No xfonder, uvon their unintenclod, 
incid..ntal impact towards a more distribution of 

assets and economic power remains rather limited^ 
particularly in the short-run. 

With the begining of the Fourth Five Year Plan, we 
find that there began the era of greater reliance on 
nationalisations than during any other period of our 
study viz, 1947-80, With the nationalisations of 
14 raajor baiilcs, coal industry (inculding both coking 
coal and other coal mines), general insurance companies, 
and a large number of engineering, shipping and other 
Lilscellaneous corapanies, no other plan period had scan 
so many nationalisations. In terms of the number of 
units takun-over the Fotarth Plan period accounted for 
about 71 percent of all the nationalised units which 
provided over 64 percent of the entire paid-up capital, 
about 34 percent of the networth and about 44 percent 
of the .-assets of all the nationalised productive v^nter- 
prises during the period 1947-80^ 
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With tho nationalisation of 14 major coitmiorcial banks 
and of 107 g-noral insurancu conpaniuSj thu nationalisat- 
ions during Fourth Plan period accountad for over 
77 porcont thu turn-ovur of all the financial institutions 
nationalised during the period of the study. With almost 
all tho coal-minus, eleven ongineering companies, two 


shipping companies and some other raiscellaneous companies, 
tho period 1969-73 accounted for a good many of tho 
non-financial nationalised corapanies, reflecting the 
very small proportion those taken-over corapanies formed 
of the total of non-financial companiv^s, Th^ir turn- 
over was barely 6.4 percent of tho turn-over of all the 
nationalised non-financial companies. Taking the financial 
and non-financial companies together, one finds that in 
terns of tho total compensation paid for nationalised 
undertakings the Fourth Plan nationalisations acGount\.:d 
for over 46 percent of the total compensation amount paid 
by tho government. 


During this period, most of the companies wore 
taken ov«jr oy means of >:nactmunt of an appropriate law 
authorising the converstion of private companies into 
public sector units. Reliance on this method attracts 
greater public attention than, say, share acquisition 


through an administrative 


order. Share, acqui.s3.ti.on- 
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of two tannery units of British India Corporation, and 
murgers with public sector banks of National Bank of 
Lkhoro and iuiirit Bank ware eases of other take-overs, 
along with that of Indo-Burmah Potrolouri Company which 
was also acquired in 1970 by moans of share acquisition. 

As a consoquonco a number of its subsidiary compa.nios 
also got transferred to the public suctor. In the year 
1972, yot another large engineering company was acquirod 
by means of share acquisition because its management 
was unablo to provide proper management and was indulging 
in fraudulent practices* 

The take over of the Indian Copper Corporation by 
an Act of Parliament in 1972 gave public sector the 
monopoly of mining and processing of copper in the 
country, A very interesting feature ‘of the take-over 
was the ratio between the paid-up capital of the company 
and the amount of compensation which was given to it. 

This ratio worked out to bo 2,5 times the value of 
paid-up capital. It may also be montionod that this 
company also had some investment of foreign capital in it 

The year 1972-73 also saw the take over of 226 
cooking coal mining firms as a stop essential not only 
for the conservation and scientific development of 

■ , " S'- 

critical natural resource^, but also something very 
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Important for the future developaent of iron and steel 
industry. In the year 1973, the take-over of the coal- 
mining industry was completed with the take-over of 
almost all the remaining 711 coal-mine concerns In the 
oountry. I he public sector a=,ulrcd control over 98 
- Parsent of all the coal production along with monopoly 

-igWs for operating coal-mines in the future. Similarly, 

the nationalisation of the k 

. - ■ insurancu business was conplutod 

in this very year with the nationalisation of 107 general 

insurance companies* 


with tho nationalisation of Aloock Ashdown & Oo 
- and lossop . co., two very largo engineering oompanlos 
-e brought under the pubUc sector, while the former 

acdUlMT"" Parliament, the latter was 

quir>.d by means of share acciT-i^-ie- 
, requisition and conversion 

loans into equity, ihere wore some nti 
com«nh u. ' other smaller 

companies which worn i.. 

were also nationalised in 1973. 

It may bo noted that thq c. 

phase of India poUtl ■ =°holded with that 

■^^ioia politics in Which an int-noi 

power 

:“T •“ ■“» .. . 

Z2r, " „ 

ibi HataoT (romovo povortv’) mh 
14 tajor commercial banks ’ 

--o^theecono^ir 

^unomy m terms of orovifi-ivn 4.. 

^ the qsso2^^ 
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croditbasQ for iniplemonting tlio new agricultural strategy 
of greater reliance on new improved inputs and larger 
farmers, was clincdud on account of the power struggle 
in the ruling political party. As is well Imown, the 
tako-ovor of those banks almost coincided with the great 
split in the Indian National Congress in 1969. The 
nationalisation of general insui-ance companies formed a 
part of the Ten Point Programme and the election manifesto 
of the Ruling Party in 1971. It nay also bo noted that 
for a part of this period when there was a greater recourse 
of nationalisation, the congress government was critically 
depending for its parlimentary survival on the vote of 
the Left parties, particularly the CPI and the GPM, 

It is true that nationalisation of coal-mines was 
amply ;|ustifiQd on account of the failure of all the 
regulatory measures and institutions brought into being 
for the purpose. However, the role of progressive 
elements within the congress party, like Shri Mohan - 
Kumarmangalam, cannot be gainsaid in decisively 
adopting nationalisation as the way out. 

, r ' 

However, in tho case of take-over of Jayanti Shipping 
Company, tho Gove3:‘niaeht only tried to do the best of a 
bad bargains This move was to bvlatody under one of 
the biggest swindlings of the public exchequer in the 


form of a massiva loan form the Shipping Devalopiaant Fund 
set-up by the government by means of manipiilations. The 
subsequent mismanagement and sharp business practices by 
two smooth operators who masterminded the whose goods 
landed the Government in a rather embarassing corner. 
However, what is surprising is that dtoSpitu the generally 
prevalent relatively radical mood in the ruling party, 
a rather liberal, non-punitive treatment was given to the 
two persons who floated and controlled one of the biggest 
Shipping Companies in the comitry based almost entirely on 
public resources. 

As seen earlier, relatively heavier concentration 
of nationalisations during the Fourth Flan period X'fas 
related to the requirements of introduction of now agricu- 
ltural strategy and relatively radical stance taken by tho 
Congress Party, However, thero is one more factor which 
is important form tho point of view of understanding the 
take-over of a good number of engineering firms during 
this period, A recession hit the Indian industries 
during the later half of tho 1960s and rendered many 
older engineering firms sick. As a result, thoro was 
something of a hunching of industrial sickness among 
many ageing engineering companies. Many of thorn had 
either some involvement of foreign capital, or they had 
recently been acquired by some Indian managemunts from 
foreign interests. They could not provide’ a kind of 
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Eiariag'.ir.iunt wriich could sou thosg corapanios through the 
hard tiraos thoy woro facing as a result of fairly wido- 
sproad industrial rocession and slow-down of public 
invostiiiont. 

During the Fifth Plan, the process of talang-ovor 
of enginovjring firms continued and gonorally for the same 
set of reasons. In all, during tho period of the Fifth 
Plan (1974-77), engine or ing companios and soma small 
miscellaneous companios wore acquired by tho state, 

Tho major liighlights of nationalisations during tho 
Fifth Plan period consisted of final taiko-ovor of 103 
Sick Textile Mills in 1974, Thoso companios woro brought 
under public managomont in 1972 and some evun oarlior , 
undor tho Industrial Do volopmont and Rogulation Act, but 
tho final take- over by transfer of ownership was brought 
about in thu year 1974. This W£is also the period when 
tho entire petroleum oil industry was brought under 
public control by nationalisation of thro-., big international 
gaints operating in India, Theso. take-overs , affected by 
moans of legal enactments, w-ne actually negotiated 
transfers to public ownership on the basis of mutually 
agreed terms and conditions. 

% 

By nationalisation of oil refining and distribution 
companies one of the major: .areas in which foreign capital 
was operating in the Indian eebnony for a" long period 



came to aa ond. Partly the first and second oil shocks 
which increased India's import bill of putroloum products 
to dizsy hoights contributed to thu decision to nationalis 
this industry providing an important .nergy source in the 
country. Another factor was oil iraports, pricing and dist 
ribution policies followed by the foreign oil coiapanies 
and t he inaquitous terms and conditions of the r.,finery 
agraements. These harsh terms induced the policy 
formulators to go in for a gradual strengthening of 
direct fresh public investment based public sector parties, 
ipation in the oil industry from the stage of exploration 
to distribution. On the basis of an already strong public 
sector prusenca in the oil sector, the government was 
entire oil industry. 


In t^rms of oTjrall signifioanoo, thu Fifth Plan 

natlomllsations oomo noxt only to thoso during tho ro-_ 

Plan. Though in turns of nunburs tho socond plan acoomt^ 

for a llttlo noro than doublu thu nunbor of oonpanlus 

takun-ovor during tho Fifth Plan period, but In othor 

-spucts, tho Fifth Plan contribution to thu total slau 

Of thu natlonallsud sector turns out to bu gr.atur than 

hat during the othor plans oxc ut fh tn 4.1 

i^-ecixib uxcupt uQc Fourth one. A 

significant point about th.' +-r,i 

about the take-overs during the Fifth 

lan period Is that those .uro concornud uxcluslvuly 

«ith tho non-financial manufacturing sector. i„ the 

toxtllus tho public sector cano to account for al=aost 



one -fourth of tho toi^al tuxtilo industry. In the energy 
soctorj the untirc potroloum products industry was made 
a part and parcel of thu public sector. A good number of 
large, though agiing, enginouring companies wore also 
nation-alls od during this period. Thus one finds that in 
terms of the turn-over of the non-financial nationalised 
Stjctor, tho Fifth Plan accounted for as much -as 88 percent 
of the total value of nationalised turn-over. In terms 
of paid-up capital and net-worth, the nationalisation 
during the period 1974-77 accounted for about 23 percent 
and 44 percent of all the take-over respectively. 

It is inter, ^sting to note that despite the larger 
share in turn»over and in terms of shareholders’ capital, 
the contribution of Fifth Plan nationalisations to tht 
total of the assets take-over comes to about 2 percent 
only. This shows very worn-out and depreciated state 
of machinery, plant and equipment in the ageing textile 
mills as well as in the sick ongineering firms. The oil 
companies transferred a good part of their assets, 
mainly reserves, abroad, as they concluded that their 
Indian business is no longer attractive and their days 
in India wore numbered. This also led to a low value for 
the assets of tho taken^over concerns. 



During thu period of th.o Janta intorulod (1978-79) 
five onginooring eoapanios voro nationalised. Soiau of 
tlieso conixjaniGS had warlier boon brought under public 
sector Eianageiiient control and tlicir ovential nationa,lis- 
ation was only a matter of time. It is significant to 
note that in terms of the number of units takon-ovor, 
the Janta period covered the least number of nationalis- 
ations, oven less than the nimiber of nationalisations 
which took plaqo during the period of throe annual plans. 
Probably this is an indication of tho lack of direction 
which the Janta conglomerate of diverse political hues, 
brought under one umbrella by strong and exceptional 
politicial cxegencios, had inevitably to suffer. 

In order perhaps to sharply underline Janta Party's 
lack of direction, the new regime which came to power in 
1980 and started the new Sixth Finn from ahat very year, 
swiftly and suddenly took-over six private scheduled 
coimaercial banks wliich had experienced phenomenal growth 
during tho post 1969 period (when tho public sector came 
to acquire a commanding position in the banking sector). 
Even if it is true that it was a politically motivated 
use of the policy instrument of nationalisation on the 
uyg of crucial assembly polls, the fact remains that 
curing this one year as many as 16 other non-financial 
companies in addition to the six commercial banks wore 
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nationaliscid. Among tho nationalisations whicli took place 
during this year are the casus of two bicyclo maniif a c taring 
corapanios which had a fairly important place in tho bicycle 
industry, 

Tho nationalisation of Bird & Go. and Bengal Ghcriiicals 
and Pharmaceuticals wore typical cases of take-ovor of sick 
industrial enterprises, ¥hat is of greater significance is 
that the first year of the Sixth Plan witnessed fairly 
significant additions to the public sector in the Jute Mill 
industry as a result of take-over of six jute mills which 
were oither sick, closed and/or on the verge of closure. 

There were also five cases of consequential taken-over tf 
five- subsidiaries of Son-Raloigh^, 

The story of nationalisation in this year would romain 
incomplete without rofercncQ to the case of the nationalisation 
of Maruti Ltd,, which give public sector direct control over 
a stillborn Sutoraobile manufacturing concern sponsored by a man 
who had becomo a very important political power centre in the 
country during 1975-80, After the death of the person who 
floated this company, the Bovcirnment docidod to take-over 
this company in order, among things, tO; onablo tho governm- 
ent to mako use of its infrastructure and to go in for 
foreign collaboration for raanufacturing a small car and 
givQ tho public sector its first foot-hold in tho automob- 
ile industry. 
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' II 

During tliu poriod 1947-80 j wo find that tho total 
nunbor of ontorprisus transferred fron private to public 
ownership and control number od 1517, of thoso, 404 wore 
the companies or entorprisos operating in tho financial 
sector, that is coniriGrcial banking and life and general 
insurance* In the financial sector, public sector 
acquired a dominant position and it was nationalisation 
which contributed tho most to it. However, tho same 
cannot bo said of the non- financial sector, in which a 
simlar dominance still eludes tho public sector and 
which had not seen many nationalisations, particularly 
of. its largest and most important units. Even in the 
non-financial sector there has boon hardly any national! 
oxeopt that of air services. Trading capital too did not 
attract nationalisations in tho usual sense of take-over of 
private capital (i.o, productive property organised as 
enterprise), though the right to export and import money 
commodities was nationalised from time to time as thoso 
items wore canalised by state trading agencies like tho 
STC. A short-lived, unsuccessful attempt to take-over 
wholesale trade in wheat was also made. 

In the non-financial manufacturing sector, a total 
Oi 1113 concerns wore compulsorily acquired by the State 
using various me'^hods* Almost tho entire banking sector 
and life and general insurance in their totality were madr) 



a part of the public sector, -with the latter becoming legal 
public monopolies. In the non-financial sector, the entire 
civil aviation services and. a good deal of shipping tonnage 
was nationalisud: along with many stiip— building and ship~ 
repairing companies. In the energy sector, vdth tho 
nationalisation of coal-mines and oil companies engaged in 
exploration, crude production, refining and distribution, 
tho public sector acquired a really powerful position, 
bocausQ olectricity gengration already had a very big state 
presGiiGO, Almost total control ovor coal mining (with 
distribution remaining in private sector) and production 
refining and distribution of putroloum products can bo 
regarded as one of the major contributions of nationalisat- 
ion to tho growth of public sector in India, 

In t^rms of number of companies/ con corns takon-over 
tho contribution of coal-mines is very largo. Out of 
1113 non-financial concerns nationalised during tho period 
of our study, coal-mines accoimt for 937 concerns i.o, over 
84 percc-nt of all tho concerns. Another major area for the 
use of tho tool of nationalisation which reduced the size 
of private enterprise in any particular branch of industrial 
activity happened to.havo concornod the textile industry. 
About a quarter of t ho textile industry has boon brought 
under tho state ownership and control. It was partly 
because various public policy interventions could not bo 
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succossfully carrioa on in tha face of massivo, bimchod 
industrial sicimoss in this industry and was partly because 
the private ontorpronGurs in the toxtilo industry diverted 
their interest away from these ageing concerns to more attrac 
ive newer industries. 

Leaving out the coal rainos, textile mills , oil companies 
shipping and ship-building companies, the remaining eases of 
take-over of non-financial concerns by the Government £irc 
confined largly to some engineering, jute mills, bicycles 
manufacturing, , pharmaceutical and miscellaneous compardos 
eithoT related .to some ' large public sector undertald-ng as 
suppliers or represonting some companies which had to be 
takon-ovor because joint sector arrangements did not 
work, or because of some such specific factors. 

Thus, overall, the in's trumont of nationalisation has 
■ contributed tovrards brining some important changes in the 
composition of the public' sector in India, This' is confined 
mainly to the financial sector (along with strengthening the 
banking sector by reduction of the total nw^ibcr of banks 
operating in the country)' the energy sector and civil 
aviation services production- of copper and a. major consumer 
goods industry viz, the textiles . In the other sectors, 
only case by case nationalisation of individual companies 
which ran into trouble and could not be salvaged by 
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unforcing ttio provisions of Industrial Dovolopnent and 
Regulation iictj or by adopting specific fiscal and financial 
policies (including that of giving direct financial support 
by means of various public financial institutions) ^ took 
p;j.ace, A largo number of engineering companies had to find 
place in the public sector as a Pin.lra-pol in tho aftermath 
of the recession of mid-1960s. 

Naturally, the overall size of public sector in these 
industries could not have increasod significantly on the 
basis of such relief and rehabilitation nationa.lisation. 

Iho bunching of industrial sickness in so many companies 
was partly contributed to by a slow down of tho growth of 
public investment and the consequential slow-down of the 
flow of orders to these companies which were suppliers to 
railways, poworo pla.nts, coal-iaines, defence units and 
other metal working industries. This process was, to an 
extent, accelerated by the departure of the crstwhilo 
forol^n cauital from sorae of those rather old engineering 
firms and their sale to India entrepreneurs who indulged 
in non-industrual practice in order to' obtain quick and 
high returns from their investments. Overall, one can say 
that tho contribution of nationalisation has been fairly 
significant in giving a good deal of sectoral diversity to 
India’s public sector, particularly in financial (banlcing 
and insurance) and energy sector (coal and oil) and 
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air scTVicos, in those activities the public sector conic- 
to conu'aand nearly the entire business thanks to the addit- 
ions to public enterprises made by nationalisation. In 
large-scale steel production, nationalisation Statu ov/ner- 
ship to a large unit, though the process was incomplete as 
the premier private steel unit TISGO, remained unaffected. 

In copper, the State obtained total oxvnor ship control oi-iing 
to nationalisation of Indian copper. Similarly with respect 
to give and lead State ownership became complete with the 
take-over of Metal Corporation of India, In -wagon manufact- 
uring and ship-building, nationalisation give the public 
sector a good position. In oil, copper and coal and in the 
ease of managing agency conglomerate nationalisation- 
affected foreign capital and enterprise in India, 

' ' III 

It is not possible to fully estimate the size of the 
contribution of nationalisation to the gro\\rth of public 
sector in India because we could not got all the financial 
statistics regarding the companies or concerns affected 
their nationalisation. Even data on omploymcnt in nation- 
alised units was not availablo for a largo number of cases. 
Hence this important indicator could not because available « 
However, we could obtain data' regarding a fairly largb number 
of companies as is shown below j- 
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No, of corapanios oonco-rns for which information was 
available . 


1. 

Paid-up capital 

986 


2. 

Net-worth 

518 


3. 

Assets 

455 


4, 

Turn-over for financial 
companies. 

403 


5, 

. Turn-over for non-financial 
companies. 

61 


6* 

Compensation/ consideration/ 
amounts paid by the govern- 
ment for take-over. 

766 



* = A number of coal-minus, insurance units (life and 
general) wore non-corporated entities. Their fin 
ancial data generally could not be obtained, 

** = Not applicable to RBI. 

Available for only some textile mills and hence 
excluded from our computations. 

It can be seen that while turn-over data was 
available for practically all the financial companies and 
for one financial company for which it was not available 
was the Reserve Bank of India, for which probably, this 
figure has little relevance. The difficulty in obtaining 
turn-over data for non-financial companies could have 
been for many reasons. One a-nuiiiber of concerns wore 



- 30 - 


non-incorporatod, particularly coal-minos and thoir data 
MTQTG not easily available. Infact, except for paid-up capital 
of 447 coal-oinos, wo could not obtain other financial stat- 
istics regarding takun-over coal-i-iines , We could not got 
tho data about turn-ovor of the airlines companies, k nunbi^r 
of companios were closed for sometine before they wore taken 
over and in some cases their accounts wore in shanblGS, 

Such factors limited data availability regarding textile 
firms, Henco we could not get information about the 
turn-over of most of the textile mills. There have also 
been companies which were not quoted on the Stock Exchange 
and hence details of their financial data could not be 
obtained from published sources while we did not find it 
possible to collect this data from individual company 
accounts published annually. Only in a few cases could 
we get information regarding the consideration paid for 
acquiring shares in order to vest a company in the public 
sector. 

Given these limitations we can present here below tho 
financial magiiitudes of nationalised companies as under s- 

(For details see Table -I, II, lli^, III, nii, and 
Table IV) , 
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Sl. 

No.' 


1 . 

2 . 

3, 

4. 

5, 

6 . 


Value in jRs.(croros) 
at respective 

- __ book values. 

Value at 
1970-71 
uricos. 

Paid-up capital 

505,91 

420.13 

Net-worth 

334.61 

329.05 

iissets 

9878.57 

10795,98 

Turn-over of financial 
Companies 

11000, 97 

10612,70 

Turn-over of non-financial 
Companies., 

1324,13 

812.16 

Compensation/ consideration/ 
iimount 

483,97 

417.95 


L total of 1517 business untorprises wore nationalised 
during 1947 -1980ir Those enterpris&s/companies which 
already had majority shareholding by some government 
agency, like state government or public financial 
Institutions, or joint ventures of some public and private 
enterprises but wore transferred to the Central govern- 
ment on its agencies have not been considered cases of 
nationalisation but only internal re-organisation of 
public enterprises. State Bank of Hyderabad, Kolar 
Goldmines, Bolani ores, Singarami Colliecy etc. are 
some of the instances of such internal re-organisation. 

In the cases of life and general insurance and 
coal-mines we also had many non-corporate businesses 
which were nationalised. It is not very realistic to 
compare the number of takon-over concerns with that of 
companies, because the former includes many non-companies. 
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i Ignoring this factor, wo find that the share of takon- 
ovor cocipanios increased from about one percent upto 
annual plans of 1968 (ovjing to very fow cases of nation- 
alisation during 1950-1968) to over 3.6 percent at the 
end of the Fourth Five Year Plan and then again started 
declining, becoming less than 3 percent at the Janta Plan 
and at the end of 1980, Number of taken-over companies 
also started picking up in compassion to the total number 
of non-government companies during the Fourth Plan period, 
accounting for about one-eighth at the end of the 
Fourth Plan, 

The share of nationalised companies continued to 
grow during the Fifth Plan, reaching a level of over 
14 percent at the v-nd of the Plan, afterwards at the 
end of 1980, it accounted for a little lower share at 
less than 14 per ceiit, '( Table H), It is not much use 
to compare the number of taken-over sector companies 
as., a proporjJion of total government sector companies ^ 
because often many nationalised companies were merged 
into one. 

Table I presents an yearly profile of nationalisat- 
ion along with some financial statistics of the takon- 
over companies for the year as close to the year of 
take-over as was possible in each case. These financial 
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statistics roprusont book values. Wo have sunmiGd-up 
those results yoar-wiso in Table II, In Table Ilk we 
show the sarao data at 1970-71 pricesr Tho base year 
choice was influuncud by the fact that it was fairly 
close to a largo nuiabor of nationalisations. The data 
on assets is not strictly comparable because it refers 
at tines to total assets ami , at times to fixed assets 
only. The years in which there took place noticable 
nationalisations were 1953, 1955, 1956, 1969, 1972 to 
1974 and 1980 (Table II and Table Ilix), 

The growth of nationalisation is shown according to 
the period of carious plans in Table III (at historical 
book values) and Table III L (at 1970-71 prices), ¥g 
find that upto the end of tho First Plan, nationalisations 
were very few, taking a little over one percent of the 
total in terms of numbers, over 4 percent in terms of 
PUG (at book values) and at about 13 percent at 1970-71 
wholesale prices. In terms of notworth, the share of 
nationalisations was about 6.p.crcefltj..ahd 16 percent in 
terms of tho two valuations. Owing to the size of the 
Imperial Bank of India, the take-overs of this period 
contributed, with nationalisation of just one company, 
about 0,8 percent and over 2 percent of the total nation- 
alised financial sector turn-over in terns of book values 
and at 1970-71 prices respectively. 
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During tho Second Five, Year Plan, na^or nationalisat- 
ion was that of Uifo insurance business, covering about 
250 concerns, iiS a result, this period came to provide 
over 11 percent and 26 percent of nationalised financ- 
ial sector turn-over in terms of book values and constant 
prices respectively and in terms of networth about 10 
percent and over 21 percent similarly. (Table III and 
Table III 1), 

Since the public sector was not largo at tho 
bogining of the First Plan (Public utilities like 
railways wore organised as government department) , the 
PUG of nationalised companies came to about 36 percent 
of the government sector companies, (ikt the end of tho 
second plan, share of nationalised PUG came down to a 
little over 5 percent and it continued to ducline to 
roach a level of just over 2 percent at the end of 1968, 
(Tabol VI ), This was so because during this period 
there was hardly any worthwhile nationalisation while 
fresh investment in public enterprises inefeasod at a 
'rapid pace, . 

During tho Third Plan and three years of holiday 
from medium-term planning (years of annual plans) there 
were no overt, publicised nationalisations except silent 
laorger of some smaller, monviablo banks with some public 
sector banks and two cases of war— induced take-over of 
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a shipyard and a rivor navigation company. The share 
of this period in nationalisation is rather marginal. 

Since the Fourth and Fifth Plan periods formed the 
most significant docado from the point of viow of nation- 
alisations along ■with a relative slow-do'wn in the gro'wth 
of public investment in industries as -well as infrastruc- 
ture j one finds that the paid-up capital of the national- 
ised companies increased to about 8 percent at the end 
of the Fourth Plan and was only a little short of 
7 percent at the end of the Fifth Plan* The subsequent 
period did see some progress in the growth of nationalisat- 
ion but co-uld not maintain the relative position of the 
nationalised sector -vis-a-vis the public sector as a 
whole. The share in paid-up capital of the productive 
enterprises transferred to the state se'ctor declined to 
almost 5 percent by the end of 1980. 

iit the end of the First Plan, there were 61 govern- 
ment companies with paid-up capital of ib,66 crorcs while 
the number of taken-over companies was 14 with paid-up 
capital of about Ib24 crorcs, Lt this point, the paid- 
up capital of the corporate sector in the country exceeded 
Ss,1024 crorcs while the number of companies xvas almost 
30,000. During the Second Plan Period the number of 
government companies increased to 142 with their paid-up 
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capital amounting to Rs.547 croros. During the poriod of 
Second Plan, Third Plan and Annual Plans, as can be seen 
from tho figures at the end of the annual plans period 
the number of ‘ government companies went up to 259 with 
paid-up capital of Rs.l715 crores. The paid-up capital 
of nationalised companies on the other hand was just 
about Rs*41 crores. The overall size of public sector 
in comparison to the corporate sector improved fairly 
impressively; the paid-up capital of the Government a 
companies was almost half of the paid-up capital of 
all the companies (Table 5). 

As a result of relatively faster growth of nation- 
alisation during the Fourth and Fifth Plan period, we 
find that at the end of t he Fifth Plan, the paid-up 
capital of the hationalised companies increased from 
Es*41 crores at the end of 19G8 about Bs,485 crores at 
tho enil of tho Fifth Plan, The significance of the 
contribution until 1980 could not grow much as tho 
total paid-jip capital of nationalised companies 
amounted to only a little above Rs,500 crores at book 
values. In contrast, the government sector grew very 
rapidly signifying the contribution of fresh investment 
based public enterprises. At the end of 1980, total 
paid-up capital of government companies numbering 
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ab out 825 was over Bs49752 croros. Though tho total 
nunbor of companios in the corporate sector had uioro than 
doubled in 1980 over 1968, but tho rolativu sizo of public 
sector in tarms of paid-up capital increased to over 72 
percent of' tho total corporate sector, ¥o have not 
analysed tho relative size of takon-over government and 
the corporate sector in terns of total capital enployod 
because for the taken-over enterprises, these facts were 
available rather sparsely. 

The contribution made to the growth of tho taken-ovor 
sector during the Fourth Plan came to about 71 percent of 
the total during 1947-1980 in terms of nuEiber of entorprisGS 
and over 64 percent and about 34 percent in terms of PUG 
and networth, kt 1970-71 prices, the PUG and net worth 
contribution during the Fourth Plan period comes to over 
62 percent and 84 percent respectively. In fact, the 
managonient take-over of 103 textile mills also took place 
.during the Fourth Plan period, though it was clinched 
during the Fifth Plan period. Since major Gonmiorcial 
banks were acquired by tho government during the Fourth 
Plan period, the period contributed about two-thirds of 
total nationalised financial sector turn-over. Has the 
turn-over data for the coalmines been available, this 
period would have been seen to have contributed tho 
bulk of non-financial nationalised sector’s turn-over 



The process of taka-over spilled over into the 
Fifth Plan period as well making the period 1969-1977 
the golden age of Indian Nationalisations* The Fifth 
Plan accountod for about 16 percent and 23 percent of 
fche PUG and networth (at constant prices) of all nation- 
alisations and about 22 and 49 percent of PUG and net- 
woth respectively at book values. Since other data about 
non-financial sector take-over were not available, this 
period is seem to have contributed about 88 percent of 
total non-financial nationalised turn-over. However, 
since many of the units takeh-over were sick ones, the 
share of these take-overs in assets was hardly worth 
writing home about, 

iis fax as nationalisations are concerned, the Janta 
interlude was a non-ev^nt. The first year of the Sixth 
Plan 1980 saw nationalisations make modest contribution 
both in financial sector and non-financial sector, 
particularly by entering jute industry. Table IV 
gives a picture of the magnitude of take-overs by 
cumulating the figures at the end of various plan 
periods. The nationalised sector remained as seen above 
a rather small part of both the public sector as a whole 
and of the corporate sector. 



PROFIT.^. OF WATION-kLISATION IN INDIA (Fig'ures in Rs.crores) 
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TABLE 5 

CQl'lPi^Ri'xTI VE POSITION OF CORPORij.TE SECTOR ANP TAKEN-OVER SECTOR (In absolute terms) 
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As we see in the course of our discussion over the 
stated objectives of nationalisation, reduction of conc- 
entration of economic power and wealth and acquisition 
of control over the commanding heights were among the 
stated guiding objectives only in the case of take-over i 

of 14 major commercial banks and of general insurance ' 

i ' ' ' \ 

companies. Hence, it is little wonder that nationails- 
ations did not act as a countervailing force to the! 
revigorated process of concentration of income, wealth 
and economic power under a regime of State- supported 
process of Indus trial! sajii on in a ’mixed economy’ 
framework. The large industrial houses (as defined in . 
the Report of IIPIC) did not lose much groiind by way of 
takeover as they were not made special targets for 
chopping off the heights in order to introduce an 
. effective dose of agalitarianism as a part of the 

strategy of developing an industrialised capitalist 
economy through dirigistic national planning* The large 
industrial houses did lose ownerslxLp and control over 


some of their financial (major commercial banks and 
life and general insurance companies) and non-financial 
conQ)anies (air lines, coal mines, one copper unit). 
However, these take-overs wore not specifically meant 
to clip the wings of large industrial houses. Even in 
terms of India’s growth strategy, growth of Gj®» Vas to 
bo. brought about by acti vising private accumulation 




and state aooumulatloa, but without tho latter aoquir 
Ing any major part of tho former in a planned manner. 


blG factor Sot rodistribution againsi; 

ing pockdtJS of privato concentration of economic jrcsour- 
ccs in private hands. The inherent trend -towards grow- 
ing centralisation and concentration of the Indiah 
economy continued its basic thrust unaffected by Jiation- 

alisations. It was on^ the basis of such features, of 

■■■ X.'N ■ 

nationalisation that it could'^bbcomo a co-opted policy 
instrument of a market economy. 'He'di-stribution of 
material economic resources was neithor a part of the 
concept or good- structure of ‘ growth’ , nor was it. used 
as an instrument for accelerating ’growth’. In fact, 
the use of nationalisation as a policy to.pl too has 
been largly ad-hoc and it has yet to emergo as a regular, 
well-defined and systematic instrument of public policy. 
Neither there emerged clearly specified guidelines 
about tho circumstancos in which tho policy of nationalis- 
ation could bo adopted, nor any evolution of criteria 
fsr-thcfchdtce pf candidates f dr’ takovovor* Similarly, 
no national policy objectives have boon specified, 
particiiLarly in the Plaits, which require, nationalisation 
as wither a necessary or a'^tifficient condition. Both 
past experience and stated vio^^Hy the spokespersons 


- -SB - 


of tho regime suggest that just as there are no specific 
threats or prospects of nationalisation looming on the 
horizon of our policy firmament, there arc no clearly 
laid down guarantees or prohibitions against national- 
isation except tho general tonnor of policy and ideoli 
ogical sympathies which are tilted against nationalisation* 

■ ■- I 

Any actual nationalisation is a matter of real 
political economy pertaining to any policy objcctivos, 
concerning sector, region, industry and/or individual 
enterprise as also of tho complex forces operating at: 
a historical juneturo. Though a systomri tic policy 
porspectivo on nationalisations is yet to ornorgo, it ; 
is no longer a very rare public policy intorvention*, ' 

It is truo that extended reproduction of the system 
is not contingent upon resort to systematic nationalis- 
ation at the macro level if planning for a fluctuating 
rate of growth in the range of 3-4 percent to 5-6 
percent and with largly the same pattern as -vd-tnoss-ed 
during 1947-1980 is all one is looking for. This is 
based on historical experience of India during 1950- 
1980, when cither some inescapable or distortions - 
removing ot some growth-strategy induced (like tlmt 
of commoriJial banks) or relief rehabilitation take- 
overs (of sick industrial units) or some nationalisat- 
ions based on international factors (like that of 


pu-trolQum Gompanios) wore undcrtakoiij added, of course, 
by specific political forces, contingoncies and processes* 
Despite all the those nationalisations, it would be diffi« 
cult to concludo that they arc related to our growth 
strategy - in a systematic, planning manner. 

If similar political forces and processes and similar 
growth perspective is extrapolated . over the next decade, 
(given very sparing use of nationalisations during 19S0-r 
1986), it can probably be inferred that nationalisation 
may well remain an ad-hoc, sporadic policy move as a 
measure of last resort and of oxtromoly reluctant choice 
(and probably watered down in the process of devising a 
concrete methodology of take-over). It may not, conseq- 
uently, have a greatly differ'-nt complextion and may not 
be expected to produce greatly dissimilar repercusions 
on our political economy. Not only on account of 
industrial sickness, but also on account of failure of 
other policy instruments to yield results or on account 
of the need to cope up \'rith international competitive 
pressured, or on account of the need to raise resources 
for the plan, nationalisations may spread to many other 
spheres during the 19 90s, without or course, inaugurat- 
ing an era of nationalisations or putting national! sat- 
ions as a policy ^^^nstrument on par with, way monetary 
policy, fiscal policy, industrial licensing and regulat- 
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HoX'Tuvgr, nono of taoso possibilities can alter the 
complexion of nationalisation towards making a special 
target of the nntorprisos owned and controllod by tho 
largo industrial bouses , except X'Jhon the porspoctiva 
on dovclopfflont goals and strategios change towards 
making the tooming millions both tho main bonofi claries 
and main instruments of dovolopmunt, This means a 
different kind of political povror and a different alig- 
nment of class relations j in which the locus of power 
shifts away from tho big industrialists (though not a 
total loss and in which tho small and medium capitalists 
both in agriculture and industry jointly id.th intormodiat 
strata come to acquire a dominant position. It may even 
bo doubtful that thoro may bo a stage in tho dovolopmont 
of a capitalist system in which non-monopoly capitalist 
segment acquire. for any ruspectablo length of time relat- 
ively stronger position vls-a-vis the larger monopoly 
segments. This is so because such a pattern of dominance 
is at variance with the law of central! saiion and concent- 
ration in a capitalist econoiSy. Even if, such a pattern 
of dominance’ emerges through conscious policy measures 
and mass mobilisation, it may turn-out to be short-lived, 
though not necessarily* If such a stage were to bo 
reached, nationalisations of the larger industrial 
houses, including of their enterpriees producing mass 
consumption goods, may become essential. Such national- 
isations may help change the sellers* market situation 


may help curb t ho growth of black oconomyj augment the 
supply of wagG-goods, incrcaso omploymont and gonorally 
bring pur growth closer to dcvolopmont or make it a 
different typo of capitalist dovolopmont. 

Thus one can syo that the size of ontorprisGS whether 
largo, modi\im or small, was not a consi deration which 
ontorod in the choice of various industries sorvicGs or 
onturprises for nationalisation, except while choosing 
larger banks for tako-ovor. The choico of" areas of 
nationalisation dopendad upon a large number of sector 
or onterprisG epecific factors and very rarely, as in 
thG case of banks, general insurance and life insurance, 
macro-levQl consideration entered the decisionmaking 
process. However,' the fact that even without a conscious 
choice some enterprise s controlled liy the large indust- 
rial houses in tho financia'i. and non-financial sectors 
could not escape nationalisation is significant. For 
onething, it shows that a continued use of policy 
instrument for a period of over 30 years and connected 
with a variety of pressures and complusion makes it move 
in such a manner that it has to bring under the umbrella 
of nationalisation many enterprises belonign to large 
industrial houses. After all, the motivating factors 
for national! satioja ranged from effective economic 
regulation, planning for economic developQiGnt, attempts 
to channelise investiaent in specific economic activities 



'C.12 nC'Ud to 


-«6 


oil ta.i 0.11= udiiu iio .JiJjG.irie foc^ors liLo 
■Giuio ctiry of uiis 3i:u.i.oyi;,cvYi; vorkoi-a tLirOi-'tenefl by 

industrial sickness and attempts to maintain essential 
infrastructural facilities and contained availability 


of essential inputs for continued operations of the 
industrial apparatus on the other. Given the range of 
economic activities covered by the large industrial 
houses such widely-focussed nationalisation could not 
naturally spare them. 

Though it can be said that there was no conscious 
thrust regarding the size and significance of various 
enterprises in choosing them for nationalisation, by the 
very nature of India’s industrial structure, nationalisat- 
ion could not remain scaleneutral. It affected large 
industrial houses, medium and small enterprises and 
corporate as well as non-corporate enterprises. Since tho 
corporate enterprises and relative larger unit form a 
major part of India's industrial stricture and organised 
economic activities, it was inherent in the situation 
that, relatively speaking, the share of larger enterprises 
which were nationalised shotild excO'...d relatively siiiallci’ 
nationalised ontorprises. 

However, this does not indicate any conscious policy 
design and articulation of the instrument of take-overs 
for any ogaslitarian, deconcentra.tion objectives, Sinco, 
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thiG financiai soctor in which, tho large industrial 
houses doiiiinatcd has boon nuarly iionplsttiy nationaliscdy 
the future growth of largo industrial houses would 
depend not so much on thoir own direct control in credit 
and industrial finance (money capital) as on the public 
policies regarding the availability of such finances 
to large industrial houses a^nd the terms of such 
availability. In this sense, theimportance of the 
public sphere has certainly incruased as a result of 
nationalisations and its long run significance would 
be dependent upon on the directions which the balance 
of forces in the Indian economy take for determining 
the policy objectives of the nationalised financial 


institutions. 
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¥e have seen that the ma;ioj.lt;7 
natioJia^-isatioiis in the country nere 
of an Act of the P ament. Either 


cf th^ 
affected by 
in ehe body 


means 
of the A 


Act Itseslf or In the course of the cebates on 
G-overnment stated the obi ^ ctiv es i-nich it ''/anted to 
achisve by transferring to public ownership either 
'shares or the under taleiny of the Company or by 
acquiring certain productive enterprises. It is true 
that the statements of obj ectix’’ gs given in the Act do 
not always convey either the whole story or the main 
story and may amount to soma kind of x-diidov^- dressing. 


However, these statements do contain soma elements 
or give an inklinr^ about the oLoments which mads the 
State go in for national-isation. Anoth-n value which a 
statamont of obiectives -xnlicitly made by the State has 
is that contains the ground on tho basis of wMch the 
Government wants the legislature to ar.provo a particLHar 
acce'.’ction to the public sector. It also provides tne 
basis on which the State wants tli.: public opinion in 
gGno^ 

It is true that there may w-all be many grounds 


for the take-over of enterprises which may not be 
stated ontiraLy or which may even caumouflags the al 



objectives. It is also true that such a stat-eniont has 
to bo in general te^'ms and cannot have a high degree 
of specificitj and Iln^sse about it* Given these 
limitationSj it is interesting to anal;?'sis the objectives 
given in various nationaJ-lsation laws, 

'! , He find that the need to re-organise, reconstruct 

1S ''h"'- ' r ’ ' ' ■ ■ ' ■ ' ' ' ■ ' ' ■ . ■ ' ^ ' ' 

and rshabilltate a business or industry for its proper 
. functioning and development or in order to ensure the 

continuity of production and simply of essential goods 
! which are of vital in^ortance to the needs of the economy 

r ■ ' : : ' . ■ ■ ■ 

; were the objectives which were given most often (in as !;v 

; many as 19 cases). See Statement listing the objectives 

of nationalisation as stated in relevant Inws), It is 
apparent that these objectives r elated ■ to the- tali over of 
all sick and closed industrial enterprises. These 
objectives often occurred along with the general, objectives 
of establishing greater public control (15) in order to 
subserve the interests of the general public, or to 
ensure the fulfilment of export contracts or to reduce 
the import of iteras through augmentation of supplies 
produced indigenously (i) Often these objectives have 
also been stated In the case of either closed or sick 
units. Such a bigh frequency of these rehabilitation, 
reconstruction, continuation objectives suggest tha'fe 
nationalisations were resorted to quite frequently in 
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in ordei' uo diOJ. vjith tho problems of indu.stri:al siclcnoss, 

P cirtJiciil ai'j,y c\\i..i,iS 't'O tnc- iiEpoi”t.'5nce of the units lohich 
’DGCams sick in terns of end sappli'^s. In tho-s-‘ 

Cases cn associated obp'jctives of pr -v ontird: the groeth 
u.nenplcyii'iont pas also often nontionodj cither in the 
law itself or in the course of the choose in the Par lion .nit 
Nationalisation in order to suhs rve the genera]. 


public interost is -an ob,] rctive which 


been giv.on 


in a va.riety of cases; its non- sp ecifi city probably cans 
handy ^ivan in cases like that of Jayatitii Shipping 
Company which had tc be savjd from an imscri^ciiLous 
maiiagnmont in order to protect public rosourcas. In the 
transport scct.o-r, the need to expand these infra- 
structural facilities was al-aost imari ably stated 
among the Qbg cctiv as of nstic.nalisaticn. 

Plany other sector sppcific obj octiv cs wer o 
stated in many cases like those of p ctrolc-um companies, 

CO almines, banicing, etc. Centr al macro 1 ev cl obo octiv as 
connected with dovdopraont were mentioned for banlcs, 

Gonsorv ation, prop cr utiii sation and scienti fic r: -v ■ac3pm nt 
of natm^al resources were the stated objectives with 
respect to corJL industry, Indian Copp'i'r corporation -ind 
Metoi Corporation of India. The objective of pr -.venting 
concentration of economic poW'sr ah.d. wealth, to control 
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ths commanding heights of the econcway, oi’ to extend 
public ownership .?.nd control for the achi jv ssment of the 
nrective principles of State Policy were said to have 
been the objactivos only in the case of commercial banks 
and g enor al insur anc c. 

In case of no non- financial sector national-isation 
did the government recognise dsconcontr ation of economic 
poxfar and wealth to have been its stated, avowed 
objective. Similarly, no nationalisation law stated that 
foreign coital was acquired by the state in order to 
remove external control ovdr any economic activity ©r in 
order to bring a particular line of production directly 
under national own .r ship and control. Similarly, no 
natiGnallsation xvas raLatod by official statement to 
the implementation cf th.; "trategy of planning for 
development, exc<^t some targential refer c-nce- among the 
ob^cetivos for the t^e-ovar of 14 mad or Commercial Bahks 
that it was reflated to the need to bettor srjrvo the 
’nacds of dev ifLopmont of the economy in confirmity with 
nation^ policy and ob^ .actives. " Some banks wor - also 
taken-over w,d,th the stated obi active of extending 
banking facilities to rural areas* In as many as seven 
Cases, the linkages of scaae industrigl units with public 
sector units was stated to have necsssita'ted thdlr 
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t ak ov i;!’ as the formii’ b .cause "Slch" unc-er p.?ivatG 
hands. Bie long list of obj actives attached to the take- 
over cf h.'i'uti Ltd. (a coinpany f3.o.?,t -.d for maiiufactui'in.g 
indigenous, small c,ar by a politically po-jovful p rson) 
toll thoir oua taf. a as they aop 0:ai’ aS afl' .ir-t’’ioiight s. 


0BJ3CTI7SS OF UATI omi SATI 0l 
AS SSA glS D Ifl IR'SLWAm! LAvJS 


Ob;} sctiv os 


Pi' G-iuGiicj?- of 3u,sinass/Units for 
C c c m’ 1’ one g v'hi ch it occurs. 


1, Greater pub3,ic control 15 

to sub-sfervG the iaterost 


n , x.f pn A*?'* 




To .lihance the scope of 
ti'ansoort facility. 


3 .: 


To ensure co-ordinated" 
distribution and utili- 
sation of Patrolaun 
products to subs.rve the 
common good. 


Life Insurance, Genri’-?! 
Insurance, Coal Min';3, 
Banics, Has .yrv o Beni: of 
Ind:la, Indian C^p -'3?“ 
Corporation, 3SS0‘‘ 

Indian Iron and Sto-al 
Cempany, Motel Corpn, 
Hind Cycl ,:,s, Son 
Hjlcigh, Bird and 

CriiTiy', B •, 

Ch,Taicai, National 
Comn any, I ute C&mp mi - js, 
Air’ Cni’pcrations,, 
Jayanti, ; ■ 

Air Ccrporatlon, 
layanti' Snipping, 

Konk an P r,ss eng or Ship s. 

Esso, Burmah Smill, 
Gnltdx, 
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4, To prevent concent- 2. 

ration of X'^ealth 
to the common 
detrS.ma’it, 

5, To control the hjghts 1 

of the economy. 

6, To promote the welfare 1 

of the people by 

securing t^.e principles 
laid down in claused' (b) 
and ( c) of Article 89 
of the constitution, 

7, To reorganise, recontru- 5 

ct and rehabilitate a 

.business/industry for its 
development andprqper 
functioning to meet the 
growing need of the country, 

8, To ensure continuity of 14 

production and srpply of 
goods which are to~ subserve 
public interest (or of 

vital importanc to the 
needs of the country, 

GSj^ecially defence," 
rail wavs, power 
g on ar at i on, at c. ) , 


* To widen the scop 
business to rural 
or covering more 


e of 
areas 


General Insurance 


Banics. 

Banks, 


Coal minr.s, Coal mines, 
Textile units, Smith 
Stani Street* Co, Ltd., 
Bengal Chemicals & 

P h arm ac eur i c al s. 


Bic;}ardson& Guddas, 
Alcock Ashdown Go. Ltd, 
Br aithwait e & Co, Lt d, , 
Burn* Co,, Indian 
Standard L’^agon, Indian 
Iron* Stidl Go,, 

Saith Stain Strek * G 
Ltd., Hindustan 
tractors, BrittaixLa 
Sigg, Artnur Butler, 
Hind C3rol£S, Son 

TiJi ^ j £>* r 


H,Tleigh, 

Wetlonei 


Bir ci 

Co. 


& Co, , 
Jute 


Mills, T^ilie Mill 



Banks, Imp erial B^ahk 
of India, 


9 


2 


To hcip tiia businesV 7 

industr y/ mil t/ an^?' 

vitpj, dcstt. clroadj'- 
in the hTonds of govt, 
by means of -D^opor 
functioning twlUch 
ineludesciniianc ament o f 
production and o3.so 
b ett or di sti^ibution) , 

To bettor Serve the 2 

noons of dev iolopment 
of the oconoiiiY in 
conformity wilii 
national policy and 
obj actives. 

To ensure proper utili- 3 

z at i on of h at ur al 
resources to the maxiimm 
o.dvantage of the nation. 

To smsure fulfilment ' 2 

of export contracts. 

To reduce the import 1 

of an item through 
augment ation_ of _ the 
sij^plies of that item 
p r "oduc ed i ndig onously, 

Maruti Obi -..ctiv ess 

Tq secure- the available 1 

inf:, astructui' e of a 
unit in order to 
modernise the industry. 

To efeect more economical 1 
utilization of scarce fuel. 

To ensure bJ-gher production 1 
of motor vehicles which 
are- essential to the ne<ds 
of the economy of the 
■:ecpuhtr:jhrb:»^ 

I To goner at -3 .smplo^maent 1 

in the interest of tho‘ 

■hg;ahbr;^^:;.:pu^ bebb-'rbb^S^::;.:!; 


3 ,T, 2 ">k s j Asi ah H -s f r pc 
r i es. Al cock Ashdow 
Go. Ltd., Assam Sil 
raanitej Greshmm & 

G r ov on Br it aiuii a En 
Arthurs But]^;i:', St a 
3unh of Hyderabad. 


Gomr. er ci tal B anlc s 
^ 2 Aev s. ^ 


Indian Coppor Gorpora?- 
tion, Goa-V mines, 
Metal Corporation. 


Burn Sc Go. , Indi an 
St and ar d ■''' sg on, 

Assam Sillirnanits, 


Maruti Ltd, 


Mafuti Ltd^ 


Maruti Ltd, 


Maruti Ltd, 


ct-^Q Ci' 
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Nationalisations in InSlt' affocted some of the 
p':ivate ontoTprisos, Of tho companies llstocl 
among the- top 300 in India during 1963-64 to 1967-68^ 
ue find that 13 companios ^7ere national! sadi, Xhoir 
ranks ranged from 6th to 275th (See Table VII), At a 
later stage, in a list of 251 pablic sector enterprises 
i'anlied according to capital otiiplo;/'ed, in 1983, we find 
that 27 nationalised companies are listed, ^excluding 
the financial companios, (Table VIII) Their ranking 
ra.ngGS from 3rd (coal India), and 11th (NTC) to 145th 
( Biecco- Lawrio) * Sxcj^t for coalmines, some gen --^ral 
insuranco conpanios ahd some smaller commorcial banks 
and some- textile mills, nationalisation goner all did not 
cover small and modi imi entr .pr cneurs, 

Ihis is as it should have b in in the sense that 
since nationalisations were of marginal significance compared 
either to the size of the public soctor or the corporate 
sector, it is to be expected that the large moiority 
of small cntrcpi' onours are generally left untouched* 

Only when either the wholo industry was nationalised (like 
coalj general and life insurance) and the public sector 
was given a logoi monopoly or when some relatively smaller 
units boemne sick (like in case of textiles, jute, etc,) 
that some modi urn and small (non-monopoly house) enterprises 
were brought under the ambit of nation, alls at ion. 





T^hle VII 




of Companies Bntlo 

iialized Cor 

iip ani 

rSj 



from top 300 Conpani.^-s on 

. th - basi-s 

of S' 

) 2 . S 



-duriiie 196(5-67. 





no of tr 

u,i Company 

Xa 

1 too 

300 

, , 



corrs ; 

anj cn 


1, 

Indi ail 

Iron Stool Comp any Ltd. 


\j 


2. 

Cal tax 



43 



Buf'mah 

Shell 


60 


A 

••*±« 

J os sop 

& Co. 


75 


5^ 

Indo-Bt 

irmah Petrol oiim 


78 


6. 

Burn & 

Go. 


91 


7, 

Balm or 

Laprio 


108 


8. 

Britisi 

1 India Corpo-r at ion 


109 


9, 

3...ngal 

Co;3l 


115 


10* 

B.raitii’ 

.Jsite 1 Co, 


117 


11, 

Luda Colliery 


151 


12, 

Burrafci 

i.r Goal 


205 


13. 

Saul table Coal. 


275 



SoUX'C^dS 


Top 300 Compani es 1963-64 
Scon.oE.ic 2: Scientific 


- 1967-68 
arch Founfation, 


IT' p Dihi. 
1970. 
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xm ■? VIII. 


Nati 


oriolised Public Sactor Uiidert s 
g aankibg. Accja'.dl rv; to Cipit.sl_..Efeao3/:ad 




Hardr 


1. 

Air India 

15 

o 

Andrc'J Yule & Go* 

85 

3, 

Balmar Lawrie & Co, 

94 

4* 

Bharat Petroleum 

36 

5. 

Biocco LaWio 

145 

6. 

Bi’aith Waite & Co, 

95 

7. 

British India Corpn* 

89 

8. 

Bd^’n Standard 

68 

9* 

Ccintral Coal H elds 

8 

10* 

Coal India 

3 

11* 

Bastorn Coalfields 

21 

12* 

Gar don Roach Ship bull di^rs 

61 


and Bnginears, 


13. 

Goa Sliipyard 

126 

14* 

Hindustan Petroleum Corpn* 

24 

15* 

II SCO Stanton Pipe & Foundry Go. 

121 

IS.-; 

Indian Airlines, 

17 

m,:; 

Indian Iron & Steel Co, 

32 

18* 

Indo-Burmah P'otr ol eum Co, 

90 

19. 

J essep Co* 

60 

20. 

Lagan Jute Machinery 

137 
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21, 

M;’anclya National Fapc-r Mills 

112 

22, 

Mazagaon Ebck 

39 

23. 

Metal Scrap T.rading Corporation 

142 

0.-1 

National T;prtilos Corporation 

11 

25. 

Dicliardson & Crude; es 

22 

26, 

%iith St ani str oet Pliarmac euti c al s. 

127 

27. 

Tannery & Footwear Corpn, 

133 


SourcGS Goi'poJ^ate S-actor in India 


(3d, H. Szdcial.) VikaS, Delhi, 
1984 pa, 143- 1-48. 


METHODS OF mTIONALISikTION 

Kama! Nayan Kabra 

Nationalisation as a form of public intervention or 
as a tool of public policy is a method of inducing a 
socio-economic change in a given situation commensurate 
with the objectives of the State. It is a change in 
ownership and control over enterprises engaged in production 
from private to public agencies under control of, the state. 

However, it is not correct to say that nationalisation 

is a'^easure which has no scope for adjustment and finetuning 

\ 

in thovsensQ that it merely changes the ownership and control 
from private to public hand. There are a number of 
choice variables which the policy instrument of national- •• 
isation may make use of according to the specific needs 
and compulsions in the economy and preceptlon of policy 
options by the decision-makers. These choice variables 
determine the content and likely impact of nationalisation. 
Some of the important choice variables connected with 
nationalisation as a policy measure wither for attaining 
a single or a sot of policy objectives are j 
choice of the industry to bo acquired by the state (in 
its totality or partly, or to cover just a single enter- 
prise)! choice of criteria in case of partial nationalisat- 
ion! timing of nationalisation; choice of method of take- 
over; phased or one-stroke take-over-parti cularly if 



final take-ovar is to bo preceded by management tako-ovorj 
tba method for determining compensation/consideration and 
mode of its payment to former owners/shareholdersi choice 
of method for dealing -with various kinds of outstanding 
liabilities of the taken-over condernj particularly those 
relating to workers, creditors, etc * 5 organisational and 
management structure following nationalisation, particul- 
arly if and how the former owners and controllers are to 
be associated with the control and management of tho 
1 taken-over concerns I choice concerning granting of monopoly 

. ■ rights to the taken-over concerns , in tho relevant economic 

4 take-over activity, or permission of future entry to private onterp- 
- of the sha- 
res or the rise in, the taken-over field, 4 etc. 
uhdertak- 
,.ing of the 
/ company 

nationalised. It can be seen from the list of choice variables 

above .;that these relate to substantive issues and have a 
bearing on the nature and implications of any move to 
nationalise any private enterprise/enterprisos. In tho 
present chapter, we intend to analyse various methods 
adopted for nationalising economic activities and private 
enterprises in India over the period 1947-1980* 

Table I shows the extent to which various methods 
have be^n relied upon for nationalisations in India diiring 
1947-8© (on the basis of prices obtaining in each of the 
years when a specific take-over took place). Table II 
presents the same information in 1970-71 prices. Tho 
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The choice of the x^thod of nationalisation was greatly 

Influenced by various conakfct'ational provisions concerning 

Cl) 

private property and fra3dom of private enterpriea. The 

legal process and the government’s rights concerning nation- 

alisation and the legal constraints under which acquisition 

of private property by the State can take place were, to 

begin with, governed by Article 31 and Article 19G of the 

( 2 ) 

Indian Constitution. However, in 1978, when the constitut- 
ion 44th Amendment Act was enacted, the Article 31 was 
omitted and has been bodily lifted from the fundamental 
rights chapter to make a now provision outside Part III, viz. 
Article 300A. Article 300A, Jl:- pc- r i / of the Constitution 
states that no person shall bo deprived of his property 
save by the authority of law. Article 19G of the Constitut- 
ion states that all citizens shall have the freedom to 
practice any profession or to carry on any occupation, trade 
or business. It does not however, prevent the State from 
making any law relating to the professional or technical 
qualifications necessary for practicing any profession or 
carrying on any occupation, trade or business. Nor does 
Article 19 G stand in the way of the State or a public 
corporation carrying on any trade, business or industry, 
even to the extent of exclusion, complete or partial, of 
all citizens from the economic activity undertaken by the 
state as a total or partial monopoly. 


\ 



Thus the Indian Constitution gave two important 

rights to the citizens. The first right, connected with 

ownership of mcjans of production or property, was the 

fundamental right to own property, without being deprived 

of it by the state except under the authority of law. 

According to Article 19G, road along with what was earlier 

Article 31 and is presently Article 300A, there prevails in 

India a system of constitutionally sanctified right to 

private property and freedom of private enterprise: , 

thcugh'.t he right of the state either to put limitations 

on the private citizens' right to undertake trade .business, 
service 

industry andZ.or the right of the state to undertake such 
economic activities itself, by completely or partially 
excluding the citizens from such activities, also existed* 
The state was also enpowered to acquire private property 
according to a spocifiou legal procedure* 

As nationalisation is not only acquisition of private 
property by the State from priWte citizens but is also a 
limitation on private enterprise, going to the extent of 
exclusion from certain specified economic activities, any 
nationalisation law affects both the right to private prop- 
erty as well as freedom of private enterprise. It also 
give# the State the right to acquire, monopoly rights over 
economic activities or permits the ■ ..State , to participate 
in economic activities in competition with individual 
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citizons* It was amplified by a ruling of the Supreme 
Court that the State can enter into any trade or business 
like a private individual without a specific legislation 
authorising such activities (see Kandala Rao Vs. A.P.S.R. 
T.C., ii, 1961 SG 82), It was specified that the right to 
carry on a trade or business is included in the executive 
power of the Union or a State, However, when the State 
seeks to create a monopoly in its favour to the exclusion 
of the citizens, a specific legislation would be necessary. 
Similarly, if the State wants to enter into any business 
by acquiring the property of individual citizens, it will 
have to obtain the sanction of legislature according to 
the due process of law. In fact, the constitution 
provides that the right of citizens to carry on busi’^ess 
is subject to limits imposed by the State in the interest 
of punlic welfare^ and • other grounds mentioned in a 
-ciausG 6 of Article 19. 

Thus according to the Constitution, any decision to 

nationalise any enterpriso affects on the one hand, the 

right to private property, and on the other the right to 

carry on any trade, business of occupation according tS) 

ion 

one’s choice. The Gonstitu-^. in its earlier version 
provided under Article 31A (which was inserted by the 
first Amendment to the Constitution in 1951), various 
provisions for enabling the State to validate the 


acquisition Of Zamidarios and ttio abolition of f ormanpnt 
Settlomont -witbout interferoncG from courts. It provided 
that no past or future laws affecting rights of any 

proprietor or intermediate holder in any State shall be 

void dh account of infringement of fundemental rights, 
particularly that such laws would not be held void on the 
grounds that either non compensation illusory compens- 
ation has be an paid or that it serves no public purpose 
or that it vLolates some fundamental rights. It also 
sanctioned management take-overs j amalgamation of two or 
more corporations, termination or modification of the 
rights of managing agents, secretaries, treasures, managing 
directors etc, or termination or modification of mining 
rights and leases. 

The Constitution also provided that, when such private 
pro; ertios are taken ove r by tho State » compensation shall 
be given to the citizens for being deprived of all their 
propGrtvr Tho word compensation occurred in the original 
Article 31.(2), It was interpreifeed for .^rious decision^- 
by tho courts to mean compensation at market value as ■ 
being just and fair acqui valent compensation. After a 
long history of constitutional litigation and amendments, ■ 
ultimately the word compensation was dropped frQm..tho 
Constitution and it was prescribed . that property can be 
acquired by xthe government simply by paying an amount in 



roturn for tho transfer of property , After tho 44th 

Amondmont to tho Constitution, thoro is no express provision 

in the Constitution requiring the State to pay compensation 

to an exproprieted owner. As a result of the 44th Amendment 

it has been left to the legislature to deprive a person by 

the authority . of law of his right to hold property. If such 

law takes away a man*s property without payment of any 

compensation, he shall have no legal remedy open to him on 

the ground that no compensation had either been pa.id or made 

payable by fttch law, Howevor, in terms of Article 300A if 

one's property is taken away by the executive without the 

to 

authority of law, he would be entitlcd^legal relief on the 
ground that such executiva action is in contravention of 
Article 300*%, This is the implication of right to property 
not being treated a fundamental right. Moreover, since 
this article dous not form a part of the fundamental rights 
chapter of the Cons.titution, the a grieved individual or 
party would not be able to move the Supremo Court and 
under Article 32 and his remedy would be either under 
Article 226 or by a civil suHiFiirther some authorities 
maintain that after the 44th Amendment nobody shall have 
any right to compensation under the Constitution unless the 
tjxpropreation or nationalisation law itself offers 
compensation. Some legal authorities maintained that such 
a right must now bo implied by the Courts from the 
Legislation entry No, 42 of list 3rd of the 7th Schedule 


aa^S 
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as follows s ti 

which reads '^acquisition and requi stoning of property'. 

Ih'.s seems for fetched and does not seem to be in keeping 

with the spirit of the 44th amendment. 

Thus it can be seen that the Indian Constitution does 
not stand in the way of any nationalisation and over time ’ 
the process for take-over has been simplified and made 
less cumbersome and onerous, 

.'lit. ■ 

f* 

Table I shows the extent to which various methods 
have been relied upon for nationalisations in India during 
1947-89 (on the basis of prices obtaining in each of the 
years when a specific take-over took place). Table II 
presents the same information t 1970-71 prices. 



follomng mctiimds havu buyn usud in India for accertious 
to public sector by transfer of private unterprises to 
govornment • s ownersliips- 

(1) Nationalisation of an entire industry/survico by 
means of an act of parliament, 

(2) Nationalisation of many concorns in industry/ 
sorvico by moans of an act of parliament, 

(3) Nationalisation of a single concern by a legal 
enactment* 

(4) Nationalisation under the authority of the 
enabling provisions of an existing law, 

(5) Nationalisation by acquisition of all or majority 
shares of a private or joint sector company j 
whethijr compulsorily or through negotiations. 

(6) Take-ovor of the subsidiary of a holding company 
consequent upon the nationalisation of the latter. 

Some of these nationalisations may follow an 
earlier take-over of their management , either In order 
to muet an emergancy situation without having to spend 
time on taking a number of decisions which have to be 
made for a full nationalisation or in order to make a 
thorough study of the- assets, liabilities and other 
records in order to assess the actual situation of the 
ent-erprisG, particularly with a view to dytermino the 
componsatipn amount. In n^ny take-over in terms of the 


provisions of tho indns crisl ^Dovvlopi-^'^nlj cind, E-ogiilc-itiion.} 
Act, 1951, it was noc^ssary to first takc-ovor tiio manage 
omont of tliG company prior to its nationalisation. In many 
cases, particularly of take-over of individual companies, 
there was no nationalisation of the ms.nagement acquired 
companies for a number of years, (like that of Ganosh 
Flour Mill Co.)» 

¥e find that the most important m,ethod used for 

if ■ ' 

nationalisation was by means of an enactment of a law for 
the purpose. This can be seen from the tact that tho 
method of share acquisition was used only in the case 
of 19 non-financial companies, representing less than 
8 percent of the total paid-up capital of the nationalis- 
ed companies at book values and over 11 percent at 1970-71 
prices. That the consideration paid to the former owners 
of these 19 companies was about one percent of the total 
compensation/ consideration paid for take-overs at book 
values and about 2 percent in 1970-71 prices is mainly 
on account of the fact that we could not get information 
on prices or amount paid by the govornmont for acquiring 
the shares of most of the companies. Expectedly, conseq- 
uential take-overs of subsidiaries provided loss than one 
percent of the faid-up capital and loss than 3 percent of 
tho notworth of total nationalisations on both the valuat- 
ion mentioned earlier. 



SomG 27 small coinmorcial banks wore merged with publio 
sector banks under enabling provisions of various banking 
laws. The overall contribution of this method to national- 
isation was rather insignificant accounting for less than 
one percent in almost every respect of all the nationalisat- 
ions, Except for some laws relating to banks j we could 
come across enabling provisions for take-over only in 
Industrial Development and Regulation Act 3 1951, This 
provision, with a fairly detailed procedure was applicable 
only to individual companies and generally nocessitated an 
inaubatlon period in the form of management take-over. It 
was availed of for quite a few engineering, textiles, 
jute, chemicals and pharmaceutical companies, though final 
take-over was by means of a specific law. 

The law-authorised nationalisations may be further 
divided into three groups e a _ law for nationalisation of an 
entire industry/ service 5 a law for take-over of a number of 
companies in a branch of economic activityj and a law for 
take-over of an individual enterprise. The first ono was 
the method most-often resorted to and accounts for over 
55 percent of all the take-overs in terms of paid-up 
capital and for over 25 percent in terms of compensation. 

In terms of number of firms acquirod by the state it was 


used for over 85 percent of them. This method transferred 
to public authorities about 70 porcent of the turn-over of 
nationalised financial concerns. Though coal and airlines 





■ ' 

were also nationalisod by this mothodj wo could not obtain 
data about thoir turnover. 

Take-over of a group of enterprises by means of a 

single law covered 128 concerns-, accounting for over 

12 percent of PUC and over 30 percent of boih compensation 

and finanjjial sector turn-over both in terms of book values 
and 1970^71 prices (Table I & II) 103 textile units^ 
were acquired under this method but we could not obtain 

information on their turnover for all the units. 

Thirty five companies, including the Reserve Bank of 
India and the Imperial B^k of India, were acquired by the 
government by passing a specific law for the take-over of 
each company. These unit by unit take-overs with a fair 
degree of industrial diversity mainly in the manufacturing 
sector constituted about one-fifth of the PUG of all the 
nationalised companies* The share of this method in the 
total net-worth of the nationalised sector is greater 
than th^il in PUC, mainly becaMSof net-worth data were 
: available for a much larger number of companies falling 
under this category than for concerns acquired by other 
methods. Since most of these companies belonged to the 
non-financial, manufacturing sector, we had better data 
availability regarding them, These companies accoimt 
for over 86 percent of the total turn-over of nationalised 
non-financial soctbr||v:(t^' 
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Transfor of product! vo rosourcos organisod and 
operating as firms to public oTOorsL'iLp and control can 
take place only under the authority of law because the 
Indian Constitution has prescribed that bo private 
property shall be acquired by the state except under the 
authority of law and according to the due process of law, 
IhiSj however, does not mean that every specific piece 
of nationalisation has to come about under the same legal 
process or proctidure. An examination of the experience 
of nationalisation in India during the period 1947 to 
1S80 shows that in most of the cases the parliament has to 
enact a specific law in order to bring about a relative 
exttansion of public ownership and control at the expense 
of private sector by means of treaisfer of its specific 
components to public ownership and control. 

There have been cases in which the Parliament passed 

a law not only nationalising an entire industry or an 

in 

economic activity, but also gave/some cases a legal 
monopoly of the economic activity in question to the 
successor public sector Goncern. These nationalisations 
encompassing an entire 'branch of economic activity numb- . 
ered four, two in the financial sector viz, life insurance 
and general insurance and two in non-financial sector viz 
civil aviation, and coal mining* Banks in private hands 
particularly foreign private banks, were permitted to 
remain in business. 
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In a predominantly privaiio ontarpriso market 
economyj nationalisation had at times to limit its range 
or intrusion to only a part of a specific brnach of 
economic activities, Smch partial nationalisations wore 
also brought about by passing legislations convering a 
group of firms belonging to that industry or service. 

In India during this period such partial nationalisations 
covered commercial banking in 3 instalments in 1960, 

1969 and 1980, The process began with the creation of 
the State Bank of India and its subsidiaries by tho 
take-over of Imperial Bank of India and some of the 
banks in former princely states which consentod to their 
subsidiarisation. In terms of our classification of the 
methods of nationalisation the take-over of the Imperial 
Bank of India was a case of the take-over of a specific 
single company by means of a parliamentary Act, Five 
subsidiaries of the SBI wore created by take-over of 
5 privately controlled state associated banks . . . 

A major step in transferring the commanding heights 
of commercial banking was taken in the year 1969 when 
14 major Indian commercial banks, excluding tho foreign 
banks operating in India, were nationalised in one of the 
most momentous acts of nationalisation undertaken in 
India, Tho position, of public sector banld.ng was further 
buttGressed in the year 1980 when six biggest Indian 
banks still remaining with the private sector were 
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brought under public oimorsliip and control. 

In thu non-financial sector ¥o have the important 
case of partial nationalisation of the textile industry 
by ^ake-over of 103 sick textile sdlls. As a result, 
nearly a quarter of the textile industry b^icaiae a part 
and parcel of the Indian public sector. 

There have been as seen above 35 cases of take-over 
of individual companies under the authorisation .of 
specific Acts of parliaimint during the period 1947 to 
1980, Only t¥0 of these companies^ belonged to 
financial sector i,e. the Reserve Bank of India and 
Imperial Bank of India. Thirty three non-financial 
companies which were transferred to the public sector 
by a specific legal enactment belonged to many different 
industries ranging from engineering and me j>al works , 
shipping and ship building, oil companies engaged in 
refining, production of petroleum products, bi-cyclc 
and automobile companies, juta mills, pharmaceutical 
companies and the like. It may be noted that all 
these company by company take-overs took place during 
1370 ‘s and derived to a considerable extent from the 
recession which hit the Indian economy during the 
mid 1960 *s ahd which hastondd the process of reducing 
these firms to^non- viable state, necessitating their 
revival. It was partly owing to the need to protect 


thG employment of those who were liable to be rendered 
unemployed owing to the closure of these concerns* Thenj 
their revival became necessary as these concerns were 
producing important ca.pital and basic goods j intvjraediate 
goods or providing essential survices for many important 
branches of the economy. The entire petroleum oil 
industry became nationalised omng to take-over of all 
the companies working in this field one by one. 

In the banking sector there existed a couple of 
laws which contained provisions for the transfer of 
private companies to public control by way of merger 
with public sector banks or by the take-over of private 
banks by public sector banks. Such provisions existed 
in the State Bank of India Act li?55, State Bank of 
India subsidiaries Act 1959 and the Banking Regulation 
Act 1949, Since the India commercial banid.ng was 
characterised by a large number of small, non- viable 
and inefficient banks not always following legal and 
sound banking practices, there were many bank failures c- 
causing disruption in the economy, particularly of the 
specific areas where these banks were operating and 
adversly affected public confidence in the soundness 
of the banking system. In order to do away with 
mal-functioning, inefficient banks, mani^ facing 
liquidations and bankruptcy, as many as 27 banks were 
merged with of India and its subsidiaries 
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during tht; decade 1961-71. Though in tornis of total 
size of the banking sector these banks did not count 
for much as the total advances by these banks hardly 
amounted to a little over fb*22 cror’js but the contrib- 
ution of their transfer to public ownership was 
significant in as much as it strengthened the banking 
structure by 1rev,ding out siaall and inefficient banks 
which were also adopting unscruplous practices, 

Ninteen companies wore transferred to public 
ownership and control by means of the State going in for 
the acquision of elifiifir the entire share- holding or 
such an amount of share-holding as to give the state a 
decisive voice in the affairs of these companies. All 
these nint eon companies whose shares were acquired by 
the.' Gtjverniaent belonged to the non-financial manufact- 
uring sector and their nationalisation becamo 'necessary 
on account of factors stjiiilar to those which led to the 
nationalisation of individual companies by passing an 
Act of Parliament. 

About 10 companies becama public sector t.ntorprisus 
because their parent compa.nies were nationalised. Thus 
the subsidiary companies became a part of the public 
sector as a consequence of the take-over of the parent 


company. 


To sum up 5 in t^wrms of numbers as well as in Germs 
of ve^rious financial indicators lima paid-up capitalj 
net-woth , assets, turn-over, wo find tiiat nationalisation 
of an entire industry by a legal onactmont was the most 
important method adopted for nationalisation. Though in 
terms of numbers, nationalisations either of a group of 
companies or of an individual company by a law wore not 
very significant but in terms of the financial indicators 
mentioned above these two raethods were more important 
than the nationalisation of an entire industry by a law. 

As seen earlier, the entire oil industry was nationalised 
by moans of take-over of individual companies, generally 
by a specific law, but in soma cases by share acquisition 
as well. Interestingly in torms of compensation paid, 
thuse two methods came' to account for over 70 percent 
of the total compensation/consideration paid for all the 
nationalisation in the country. . 

Tho other methods like share acquisition and the 
consequential take-over or take-over under an enabling 
provision of a law are comparatively loss significant 
both in terms of numbers as well as in terms of various 
fioahcial; ihdicators. ■ '■ 

A number of alternative methods, were available for 
nationalising any operative enterprise either singly, 
alongwith many others or along with all the concerns 
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in a specific branch of activities,^ The choice of a 
method for transferring productive enterprise to public 
custody was dependent on a set of legal/te clinical factors 
in addition to many other factors. 


At times, the legal constitutional position seem 
to have decided the manner in which a taice-ovor was 
affected. For instance, there wer^ protractvod negotiat- 
ions between the government and the oil coiiipanies over 
the terms, timing, etc., of the take-over of oil companies 
during the first half of the 1970s, Even though the two 
parties had agreed on the terms and modus operandi of 
government acquisition of Jihe oil companies, an Act had 
to bo legislated because share acquisition of a company 

registered abroad was not considorwd proper without 

a 

parliinontary authorisation. 

Then, for transferring ownership and control of 
small, non-viablG banks, enabling provisions of various 
statutes were utilised. But when it came to large . 
banks well-managed in a conv.untional s^nse a specific 
political d»aci si on 5 and a law for giving e-foct to it 
were considered essential. 

Many factors necessitated recourse to a law for 
nationalising the major banks. For one, substantial 


compensation liabilities's had to be provided for, 
something not possible without a legislative sanction. 
Socondj a now organisational sot up for owing, control- 
ling and oporating the takon-ovor banks had to bo croatod. 
This was not possible moruly by an oxocutivo fiat and 
noodod legislatiTo sanction. Thu terras of acquisition, 
thu amount of compensation and the mode of its disbursu- 
mbnt also required a legal basis. The choices availablo 
with respect to these matters enabled the authorities to 
make the measure serve specific needs of tho industry 
or concern nationalised (fine-tuning), make it politically 
acceptable and reconcile various conflicting socio-odonocic 
pulls and pressures. The organisational management 
set-up of the nationalised uundertakings reflected some 
elemonts of the form a.nd content of ' the post-nationalis- 
ation phase. 

Then, the method and terms of such take-over had 
to satisfy some constitutional stipulations. On these 
constitutional grounds, the nationalisation decisions 
could bo and had often been challenged in law courts. 

No wonder, a take-over law had to be a very carefully 
and dell gently drafted document, anticipating many 
sub'' Gleties and eirontualitios. Specific provisions 
were required in order to deal with liabilitius, assets, 
legal rights and obligations of the firms to be taken- 
over. Also needed are provisions concorning the rights ; 


and claims of employees, erv^ditors, suppliers, otc* 

A simple take-over decision iiardly says anything specific 
cibout these complicated matters. Following the take-over 
decision, many subsequent, subsidiary dt-cision are requir- 
ed, An appropriate legal basis, therefore, is essential 
for specifying the details of the take-over docision and 
laying down the modalities, criteria and structures for 
subsequent secondary decisions. 

At a political level, the decision to go in for 
nationalisation is a ma^or econoiiiLC and political 
decision, A parliamonta#. domocracy must obtain the 
approval of the peoples representatives for all the 
aspects of the transfer of private productive property 
to public domain. More so in a society which takes 
over private productive property selectively in some 
specific lines of produeti on, while leaving the general 
private enterprise, market machanism orientation intac.t, 
if not strengthened, by removal of contradictions and 
straightening of angularities. Nationalisations under 
capitalism are, by nature, a discriminatory measure. 

Hence legislati control and sanction are essential in 
order to reduce areas of arbitrariness, subjectivism, 
and disfunctionalities. Since a law can be challenged 
in a court of law, legislative details and, debates 
provide opportunities for public scrutiny and exposure 
of various aspects of the -decision to nationalise, 


a lav-based nationalisation is a conparativoly butter 
method of nationalisation. An executive d-;cision on 
various operational aspacts of nationalisation would 
place all these things under the shroiind of official 
secrecy and is liable to-be misused, apart fora evading 
specific and direct public accountability in the iaaed- 
iatu future. 

Thus nationalisation under a apecific law unactod 
for thv purpose is not only generally essential but is 
in many ways a desirable course of action as well. As 
against this, share acquisition snacks more of either a 
market transaction or a 'ijrivately* transacted public 
deal, fails to make public many of the terms of 
transfer to public ownership and leaves the question 
of post- take-over nanageraunt to administrative fiats, 

T he consideration or price paid for share-acquisition 
has to bo related to some elear-cut criteria, A 
parliamentary debate over the take-over law generally 
goes into the compensation issue at groat length and, 
at the comioitt.e stage, a further detailed scrutiny is 
possible. On the contrary, even the terms of share 
acquisition may not be published, let alone their 
scrutiny and public justification. 

Normally, the details of share acquisition bi^comG 
known to public as fait accompli. A law to take-over 
receives wide publicity, which may produce some 
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announce affects since it is a novu to partially 
change property relations in soao-%ranchcs of production 
in a certain lu&nnvr, A. transfer of shares, on thu other 
hand, receives relatively little publicity. Depending on 
the Icind of political fall out expected froia nationalisc-it- 
ion, and/orexpected resistance to it, a regine may prefer 
legislative routs- or share xjurchaso device for the take- 
overs it is contemplating. Share purchaso may have an 
clement of compulsion, if there arc certain laws, like 
the Industrial Development and Regulation Act, which 
empower the governiaent to compulsorily acquire an 
unasrtaking. When unfavourable situations like closure, 
bankruptcy, liquidation, acute labour trouble, loss of 
market, unfavourable techanical or structural changes, 
etc. threaten the continuance of a company in production 
and make the private owners willing to accept the terms 
offered by the government, share pur chaso methods may be 
adopted. However, two factors may vitiate the terms 
offered to former owners under share acquisition morof; 
than they do under- legislated take-overs. One, the 
specific, personal equation between the politicians and 
bureaucrats on the one hand,; and the private controllers 
of the firms on the other may introduce subjective 
considerations. Second, the general sympathies of the 
government towards private- ownership and enterprise vt&y 
dijoi^o tha choice in favour of share acquisition if it is 



legally possible. However j share acquisition has b;:.en 
possible only in the case of take-over of individual 
companies. But when nationalisation of a group of 
companies or an entire line of production are involvt-d, 
the option of share acquisition does not seoni to obtain* 

In many cases, share-acquisition may well bo negotiated 
take-over, though Icgislatest take-overs too could be 
negotiated for dotermining its terms and modalities. 

At times, the government may not have adequate 
information for deciding the terms and conditions of 
take-over. Such information may only follow actual 
control over the affairs and records of enterprises in 
question. Share-acquisition in such cases would make" 
the government dependent either on published information 
or on information obtained by means of special invostigati- 
gn«- ordered for the purpose or on information voluntarily 
offered by the enterprises In question. 

In such cases management take-over prior to final 
nationalisation may becomo essential. In ma ny cases 
liko those of insvirance companies, coal mined, many 
textile mills, many onginoering companies, etc, 5 actual 
and final transfer of ownership titles was preceded by 
the take-over of the mcmagement of the firms/ companies 
concerned. These companies were given compensation for 
the transfer of management to public agencies. 


Alt'.rno.tiVQ choicGs available •with regard to 
the iHGthod of take-over ar€ an important attribute of 
nationalisation as an instrumunt of public policy. The 
range of choices regarding methods of tako-ovor give the 
nationalisation instrument a certain degree of flexibility 
and room for manoeuvre. It is not as though either you 
go in for nationalisation or you do not. There arc 
nationalisations iwith different degrees of actual stat. 
ownership and control ^ -with different, time phasing of 
the process of transfer to public sector, with different 
dv greed of involvement of the former intarests with the- 
new set-up, vri.th different rates at which the former 
owners may be compensated for the loss of thir property 
and rights and pri-villeges obtained by means of its 
operations. Even the manner in which the compensation 
amount is disbursed, whether at one go and in cash, or 
in instalments with varying rates of interest and time e 
spread in the forms of bonds offer ample choices for 
fine-t-uning the policy of nationalisation in ibrdor to 
make it respond to specific sets of compulsions facing 
the industry or the economy. They d^jterminetho 
quality or character of nationalisation . 

Wo have seen the case of nationalisation of private 
airlines facing problems of excessive competition with 
lii'jited traffoc and inability to find resources needed 
for obtaining modern air cfafts. Dominated as this 


- 26 - 


sorvicG was with tho pros^ncG of sorac largo industrial 
housus, tiio Air Transport Enquiry Corniiiitteo found it 
difficult to como out with a recoiamundation in favour 
of its tako-ovor, Howovor it want on to suggest 
modalitios for tako-ovor in caso the govornment wart3 
inelinod to ovor-rulo its rocoiomandations. Following 
thtose racoiiimondations, tho chief exocutivo with control- 
ling interest of the biggest airline was made the 
chairman of the nationalised air enrp oration, even 
during the period the successor public corporation was 
to determine the compensation amount to the private 
companies (including the one belonging to the group 
headed by the chief of the successor public corporation ) 
by evaluating each and every asset of the latter. 

We have seen the result of these excessively fiiberalt 
provisions in the form of an increase in the share price 
of the company whoso chief eontrollor was nominated to 
head the nationalised corporation. The first action of 
the government of independent India to go in for the 
take-over of an entire branch of economic activity which 
was unable to expand without obtaining public funds, 
did not give rise to any misapprehensions among private 
industrialists. Apparently the terms and conditions of 
take-over w^nt a long way in soothing the hurt caused 
by depriving private sector of a modern lino of enter- 
prise, which, in any case, catered to tho doLitinds and 



nccids of ti.i<3 elite-groups. 


The treatment-given to the, firms assets and 
liabllltiesj contractual Tulatlons between employers 
and enipl.jyoGs, quantun and nodo of payment of compensation 
■and association of ■ former owner s/ controller s with tlio 
management "of takoil-over Units- give -areas" eholcd “ 
and dlscreation to the government in deciding on the 


use of nationalisation as an instrument of intervantion 
or as a policy instrument. Those choices contribute to 


the socio-Gconoid-c content of nationalisation and 


enlarge the options available to the public authorities 


in the use of 


the instriment of nationalisatioh*! 



are cases when nationalisations are based on the explicit 


objective of doing away mdth private property and enterp- 
rise) which is considered either inappropriate or 
inf eri or tO: collectivw -.ownership as . such .(vrhethcr in ;a 
specific branch of economj^e jactivi ti.es or for .the economy 
as ar- whole), leading to a high degree of convergence and 


indistlnguishability betwoen the policy goal and policy 


instrument. Except for such a. case, the use of the 
instrument of nationalisation required, a certain 
degree of flexibility and adaptability in order to meet 
macro, industry and enterprise specific objectives. 


The experience of Irmlia during 1947-1980 shows that 
the-su Clements of flexibility wore made extensive use of 


in ordur to sorvo specific policy .'njcctivos. It is 
truo that these uluiaents roprusont ciroas of secondary 
dccision-Eiaking and are an area in which a good deal 
of bureaucratic discrc tion and att -iidant biases mth 
scope for silent buff etting by various lobbies Eiay play ^ 
a role. Moreover, a fair degree of adhocism seen in the 
adoption of nationalisation as well as a desire to co-opt 
it as a policy instrument not necessarily antagonistic to 
private property- private enterprise oconoioy do not always 
lead to a conscious recognition of Tarious choice variable 
and their long-run socio-econoniic implications. The 
analytical capabilities and conceptual theoretical 
equipment of the decision makers ;uad their advisers, 
based on a paradigm centred on the virtues of private 
property and enterprise, are hardly suited to raise 
such issues, let alone, handle therii, loverthelosss, 
these choices are excercised based on specific needs and 
coiiipulsions. At time these decisions are made in 
response to judical verdict on earlier nationalisation . 
laws challenged, by the former owners, while at times, 
the affected parties were able to get these details 
modified at the coimdittee stage (as in the case of 
o.g, , general insurance companies and the Indian Copper 
Corporation Ltd.), 

In sum, the choice of a specific method for giving 
effect to nationalisation is an area of secondary 
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d^Gision-9^king with substantive significcmce tmrn the 
point of the govGrnia.^nt, the affected parties j socio- 
econorilc' contunt of nationalisati.on as also fBpm the 
p oint of Vi e¥ of f lexi bill ty and adax^, abi li ty of the 
policy instruiot-nt of take-overs according to specific 
circunstancijs. 










The Indian experience of nationalisations has 
shown that the choice of uethods of acquiring private 
enterprises by public agencies have contributed signif- 
icantly to deteriiiination of the real character and 
meaning of various nationalisation decisions. These 
decisions ¥ore influnced by a variety of constitutional, 
legal, bureaucratic, political, economic, financial and 
managerial - organisational factors. The paramount 
need of not disturbing the basic institutions of 
private property - private entarprise, including 
th confidence and motivational lev^d of the ontGrpren- 
eurs, oven while substituting public ownership, control 
and management for private one, was met quite considerably 
by the specific choices concerning methods of take-over. 
The innovation of paying management compensation, 
implying that managument is more of a right and privilege, 
partaking some features of private property than of a 
function and responsibility is an illustration of the 
manner in which the rough edges of nationalisation were 
smoothcned in order to roaku it fit in within the 


four cornurs of an ossontinlly capi’tcilis’t economy# ino 
contradiction of a systuia \irhicLi pays both for discharging 
laanagorial functions as well as for ralieiring. . managem^iat 
of its tasks was certainly lost sight of in the process 
of reconciling a private property - private enterprise 
system xd-th elimination of such property and enterprises 
in Certain spheres for some specific collective purposes. 

However, the range of choices offered by the methods f 
for nationalisation also indicate the flexibility of this 
policy instrument to answer micro and macro level needs 
at a historical junctufe. Even when well-articulated, 
explicit theoretical-conceptual sch*-ma do not exist for 
working out and analysing the implications of alternative 
methods for giving effect to nationalisation, the actSial 
task of making such choices forced some decisions, 
albeit ad hoc ones. A long chain of such method related 
decisions rooted in a coiumon milieu showed some systenv 
atic patterns with theoretical and practical significance. 
In any case, the availability of- choice of alternative 
methods from among various methods with substantive impli- 
cations contributed to the ■ acceptance of nationalisation 
as a policy option consistent with the basic framework 
of capitalism# : ■ 
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MOTES- OF REFERENCES 


1, This section on the Constitutional position concorning 
nationalisation is based on Durga Das Basu, Shorter 
Constitution of India , Eighthod. Psontico Hall 'of ' 
India, Now Delhi, 1981, 


2, A distinction was mado botwocn "individual acquisition" 
(expropriation) and "general acquisition’ (nationalis- 
ation) in the course of the work of the Constituent 
Assembly, Article 31 dealt with both the typos of 
'nationalisation'. See, the Constituent Assembly 
Debates , 1949, official Reports, Vol. IX. pp, 1192 and 

TSstI 


3. For a different type of classification of methods of 
nationalisation. See Rarnkistayya, V., "Problems Related 
to Nationalisation of Industry, " A Study based on 
Indian Experience during 1947-76, An Unpublished 
Ph,D, Thesis of Osmania University, 1977, Chapter III. 
pp, 36-45, 


4, Rarnkistayya V, , op.ci t, . Chapter IX, pp. 370-386, 


5, See the discussion in the earlier parts of the Chapter, 


6, For instance, management of the coalmines was taken - 
over prior to nationalisation mainly in order to 
garner - inf ormati on. 


7. That nationalisation was used as one among many alter- 
native policy instruments and had to be related to 
the specific needs of a given situation was very 
clearly spelt out by Moinul Haque Choudhury in the 
Lok Sabha in the course of a debate on a private 
member's resolution on "Nationalisation of Leading 
Industrial Houses". Ho said, ^ whereas 
Professor Mukorjee thinks of only one instrument, 
viz. nationalisation, the Government thinks of many 

instruments, Government will always be guided by 

the intrinsic efficacy and rolovancc of all policy 
instruments, including nationalisation in a given 
situation, " Lok Sabha Debates ^ 7ol. XV, No,48, 1972, 
Columns. 263-264, A very telling example of the 
flexibility of nationalisation as a policy instrument 
can be seen in the case of subsidiarisation of 
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Stato-associatGd banks of former princely Statb.SL 
rattier than their outright merger... .^ath , the State 
Bank of India in order to avoid additional 
burdens on the ■ wage-bill. 


8, This is borne out by Statement liko- the following 
made by the^ Prime Minister. Indira Gandtii, ''My views 
on nationalisation are that wo should not do it 
unless it is a must. "Interview given to the 
Editor, Illustrated Weekly of India , January 26, 

1975, Bombay, J. ' 

9, Rarakistayya, V. op.cit . , narratc-d the story of the 
evolution of thinking. over the question of payment 

. of raanagonient -compensati bn as 'follows j 

-i r-- tio... fd: o v» vofi .m it e" . . 

"At the time of incorporati©n£articlG 31 of the const- X 

itution Nehru and Govind Ballabh Pant argued that 
taking over of management of enterprises in order to 
secure their proper management 'was not "acquisition" 
of property, and, therefSore, it did not require 
payment of compensation envisaged in Clause (2) of 
article 31, But this assuaption was^ nogativcl by the 
Supreme Court in Dwarkadas Vs, Sholapur Spinning and 
Weaving Company, (ref, n.I.R. 19M, S.C. 119). 

Popularly known as the Second Sholanur Mills Case . 


"The Supremo Court upheld the contention of the 
shareholders and declared* " The ordinance overrides 
the directors, deprives the shareholders of their 
legal right and privileges and completely puts an 
end to t ho contract of the managing agents. . , . ■ 

In this situation it is not possible to subscribe to 

the contention that the effect of the 

Ordinance is that the Central Government has taken 
over the superintendence of the affairs of. the 
company and that the. impugned legislation is merely 
regulatory in character. ■ "In the present case 
practically all incidents of ownership have been 
taken over by the state and all that .has been loft 
with the company is paper ownership. The court, 
therefore, held that the taking over of the manage, 
ment under the ordinance wad in effect "deprivation 
of property" within the meaning of article 31, and 
since it did not provide for payment of compensation 
as required by that article it was unconstitutional. 
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" To ovorcomu tho wlda of intorprotation plncucl 
by tiio SuproniG Court on thu oxprossions "deprivation" 
and "acquisition" of property in articlu 31j the 
.Parliament by tlio Constitution (Fourth, nmondniont) 
iiCt, 1955, ad,Iod the following subclauso to clausa 
(1) of article 31ii, 

ilrticlo 31ti (1) "Notwithstanding anything 
contained in articlo 13, no law providing for 
It ho taking over of the manag-jiaont of any prop-orty, 
by the Statw for a lii-iitod ijcriod oithor in tha 
public intorost or in order to secure proper managjraont 
of the property. .... 

shall bvj doomod to bo void on the ground that it is 
inconsistent vdth, or takt^s away or abridges any of 
the rights conferred by articlu 14, articlo 19 or 
articlo 31. ..." 

" Thu addition of the above sub-clausu purmittud 
enactment of laws without providing for payment of 
compensation for taking over of riianagernent of companies 
for a limited period either in the public interest or 
in order to secure their proper aana'gement. The exemp- 
tion is thus applicable to management take-over laws 
which envisage egantual banding over of the comuanios 
back to the owners . But, if the object; of inanagomont 
take-over law is to esrntually transfer the ownership 
to t he govt, i.a, if the take-over of management is 
pending nationalisation, it has to provide for payment 
of compensation, 

'hiiccordingly, the laws providing for taking over of 
management pending nationalisation had to contain 
provisions for paym^^nt of ’compensation', But in the 
Jayanti Shipping Company & the Indian Iron and Steel 
Company the management take-over Acts declared that 
the take-overs were for a liroited period and for the 
purpose of securing proper management. They ^•/Qre 
thus covered by sib-clause (4), of Clause (1) of 
article 31i»,, and therofore, were not required to 
provide for payment of "compensation". Those u-xcts, 
therefore, did not incorporate any provisions for 
payment of "coiiipensation" for talang over of managemunt, 

"Take-over of management under the Industries 
(Development and Eogulation) Act, 1951, does not 
entail responsibility for payment of "comp.;nsation" 
because all such taka-overs ruust be for a limited 
period (ruf, to Section IS^i (2) of the xict) (after 
which the management of companies would bo handed 
over back to the shareholders) and wither in the 
public interest or to set right the affairs of the 
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CompaniGS, and thorufore, epg cox^orud by sub-clausG(a). 
ThG rnanageiiiGnt of Braithwaito and Gompany and the 
Refractor Plant of tho nssam Sillimanite was taken 
over under this Ret. 

"Thus, under the- constitutions as it stood in 
1976, the Govt, had to pay coinponsation if the take- 
over of management companies a prulude to nationalis- 
ation unloss it was prepared to hide its intention to 
nationaliSQ by maiding a declaration that the take- 
over was for a limit:; d period, or the Parliament 
involved article 31C (but it was possible only after 
Both innondmont, 1971) v/Liilo passing the take-over lav", 
pp. 372-379. 



•d. 
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C A PART OF TI-IS PBPORT ON THE ICSSR PROJECT 
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INDIiiN INSTITUTE OF PUBLIC ADiLLNlSTRixTION, 
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Nation giliBation of the Reserve Bank of India 

Nationalisation of the financial institutions in India 
started with the transfer of the Reserye Bank of India to 
public ownership by means of the Reserve Bank of India 
(Transfer to P ublic 0 un-ership ) iAct, 1 948. The law came into 
force with effect from 1st Danuary, 1949, In the present 
Chapter., the take-over bf the RBI and attendent circumstances 
p.re analysed on the basis of various public documentSj 
particularly the official history of the RBI, Part I presents 
the salient features of the nationalisation lau and the facts 
concerning change of aunership, Tbifi provides the basic 
picture concerning the nature of the act of transfer of 
ownership. In Part II, the historical evolution of thinking 
on alternative patterns of the Bank’s ownership is analysed. 
Here we come across some or e-independehce controvercies on 
the issue. In the next part, the governmental processos , 
concerning the enactment of the nationalisation lau and the 
role and attitude of the concerned administrative and public 
authoritiss are discussed. ' W© conclude with an 

assessment of the socio-economic content of state^take over 
0 f the RBI , ' 

h. 

The Reserve Bonk of India, as the central bank of the 
country, is a relatively new institution, unliko similar 


institutions in some other countries like Susden, England 

etc , :■ , ' ■ ■ . , , , , \ , , ...■ . . 

Though legislation to set up the Bank was introduced in 

1 

3anuary 1927, it uias enacted in riarch 1 934* and the Bank uas 

2 

inaugurated a year later in 1935* As the culmination ’ot' X 

long controversy to uhich ue will make references later, 

■ 3 

Government decided in 1947 to hationaliso' the Bank, 

As the official history of the RBI put it, ”13 years 

and 9 months after its esteblishment , the Bank uas transformed 

into a State-owned institution,” Subsequent to nationalisation 

a term not used in the Act - a new Board was constituted. The 

share capital of the RBI on the day of nationalisation was 

Rs, 5 crores, which was divided into 5 lakh fully paid-up 

5 

shares of Rs,,100 each, Upto the end of March 19S1, compensation 

uas paid in respect of 4,67 lakh shares which amounted to 
■ 6 

Rs,5,54 crores. It is apparent that the compensation amount 
exceeded the fully paid-up share capital of Rs,5 crores. 

It was announced in 1 948 that the ’’Government’s 
intention uas to acquire the shares ’ at the average of the 
monthly market value of the shares, during the period March 1947 
to February 1948 taking the opening quot-ations for each month’, 

3 percent long-dated -stock of equivalent value of appropriate 
matlirit;3r_ uas to be used in exchange. 



There was a good deal of controversy over the issue of 

compensstion . The shareholders considered the period for which 

average value of snaros uas to be taken as unjust to them, 

as prices witnessed ** a heavy and continuous slump” on account 

8 

of the Government’s budgetary policies. They also wanted, on 

tho basis of an analogy with the case of Bank of England, the 

mnintenancs of the shareholders’ revenue from their investment 

9 

in Bank shares. Thus while on the basis of the Government 

formula, Rs,']18,10 uas to be paid for a share of par value of 

Rs.tQO, the shareholders wanted a sum of Rs,l59,'l1 per share. 

The RBI’s Board suggested a middle path but the Government 

10 

adhered to their original formula. However, with a vieu that 

’’the nationalisation scheme would b.e be-Mfcer received by the 

-■ 

public”, dated loans of a slightly shorter meturity were 

11 

issued by way of compensation payment. 

It is clear that in so far as the shareholders received a 

. : 'T ' . ■ 

sum higher than the fneo value of the shares they had 
subscribed to, no capital loss in nominal terms was caused and 
on the day of take-over a sum larger than the share capital was 
paid by the Government. Technically, the shares were 
’compulsorily acquired’, but in so far as the full market 
price of the shares uas paid, the acquisition acquired more 
ths character of a commercial deal than that of a nationalisa- 
tion. Thus, ”of a total of 5 lakh shares, compensation e.t the 


rate af rRs,118 .1 0 uas payable in respect of 4,98 lakh shares, 
i.e. excluding the 2,200 shares initially allotted to 
Government for disposal to Directors at par and which were to 
be acquired at par,” The total compensa*tion payable for a 
fully paid up share capital of Rs. 5 corre amounted to 
Rs, 5, 90333 crores. 

Many businessmen belonging to large industrial houses 

found a place on the RBI ’ s' Bo ard when it uas reconstituted 

follouing nationalisation, important among them being Shri 

B.M, Birla, Sir Shri Ram, Sir purshotcm Das Thakurdas, Sir 

13 

Manilal B. Nanavati, Sir R.P. Masani, etc, ThuSj in terms 
of reduction of existing income and wealth inequalities i.e, 
chopping off the neights, and in reducing the economic power 
commanded by the large business houses, the take over of the 
RBI could not make nucll of a dlrsat impact. 

H.-: t ■ ' . 

A historical account of the evolution of the ownership 
pattern of the RBI may help in understanding the significance 
of its take-over by the State, 

The Reserve Bank of India uas, in terms of the provisions 
of the 1934 Act, a private, shareholder’ s bonk. ”A very wide 



distribution o f the ouinership of the Bank's share capital 

uas env/isaged through the demarcation of the country into 

five geographical areas — — — and by assigning a specified 

portion of the capital to each of those areas —.—In order 

to brinq the shares within the reach of the ccmmon man, the 

14 

value of each share was fixed at Rs,l00,” The decision -to 

set-up the bank as a priurte shareholders* bank'* apart from 

15 

being *’ in consonance with the spirit of the times*’ was 

motivated by a desire to ’’maka it free from active political 

16 

control in its day-to-day management.** The idea seemed to 

bo that since **thG largest user of money in a country is the 

Government** the function of issuing currency and using of 

currency should be kept separate so that the Government 

do not obtain any special privilege in obtaining ’actual 

17 

tokens of money’ , 'Thus the purpose in setting up the RBI 

as private sector bank with the Government having "sufficiont 

pouers for intervention in the Bonk’s polries” was to combine 

’’the advantages of private management” with ’’those of State 
18 

Control,” 


It would bo appropriate to mention that the majority of 
the 26 member Doint Committee on the infructuous Gold 
Standard and. Reserve Bank of India Bill, 1927, recommended 
that ’’the, capital of the- Bank should be wholly subscribed by 
Government,” It argued a strong case against a private 


shariBholders bank as it.' ubiJld' '’tend to bs controlled by 

vested interests j and uould therefore fail to secure the 

confidence of the Indian public." So much so that "its 

utility to the public might even be endangered by a conflict 

of interests within the management of the Bank betueen Indian 

2 0 

and external cacital," The then Government were rehemently 

. ’■ . 

opposed to this scheme and ultimately uithdreu the Bill, 


It appears from the above that the question of 

nationalisation of the RBI was, for long, a controversial 

issue and the earlier attempts to set up a central bank did 

not succeed, on account of, among other things, a sharp 

difference of opinion on the question of public or private 

22 

ounership of the RBI, 


Indian nationalist opinion had for long felt the need 

for a central bank under public control. The history of the 

attempts by the British Government to set up a central bank 

for India did not succeed owing to sharp differences betueen 

the nationalists and Indian business classes on the one hand, 

and the Government on the other, regarding the nature, form 

23 

and extent of public control over the proposed bank. Thus, 

there is little uonder that uith the transfer of power in 

1947, the demand for the nationalisation of the RBI became 

24 

strident and irresistible. Winding up the debate on a privat 
member’s resolution recommending take-over of the RBI, the 



7 


^in^nca nomber observed that, there uas e. general desire 

25 

for the nationalisation of the Bank, 

The case for nationalisation of the RBI seemed to rest 

on tuo types of considerations. Among the first category of 

argument UJ ere certain a priori views concerning the nature of 

monetary authority and organisation in any society. Since 

money represents command and claim over resources of the 

society control over policias and processes concerning the 

quantity of money and methods of its allocation must remain 

under th.-. control and ownership of public authorities. This 

is the general ground for State owned central banking in 

many parts of the world. In the specific context of the RBI 

26 

too, this argument was advanced. Private control ov.dr such 

critical institutions was all the more undesirable and 

dangerous, because following the immanent laws of a private 

enterprise market economy, private ownership and control would 

tend to ccncontrate in ever fewer hands. It was pointed out 

with reference to the RBI that there uas the tendency of the 

Bank's shares to concentrate in one part of the country and 

26 

in the hands of a smaller and smaller public,” 

These arguments were also a refutation of the validity, 
of those arguments given ag.8inst State-owned central banking 
which maintained th‘'^‘t -’the Government as the chief user of 
money should not themselves be the authority controlling the 



creation of money, but that when they needed money, they should 

have to qo to an independent buthority and make out thair 

27 

case, just 'as any private individual had to do,” This uas 

the major argument given by George Schuster as seen earlier 

in the case of the RBI. In fact, such a separation did not 

succeed in restraining the Government of India from expanding 

. . 28 

money supply, in a rel axed m'anner during the LJar, 

Another type of arguments against privately controlled 

central banking are largely empirical. They attempt to show 

hou in specific cases the course of policies folloued by tha 

private central bank failed to meet specific social and 

economic objectives. Such a plea against the RBI’s operations 

as a shareholders’ bank were made both inside the legislative 

Assembly and outside. It uas pointed out that the RBI had 

failed” (i) to create a discount market and a bill market in 

the country (Section 17(2)), ii ) to abolish remittance charges, 

and iii ) to make recommendations to Governmsnt for a 

permanent basis for the Indian monetary system and permanent 

2 9 

measures for monetary standard (Section 55 (2).” Similarly, 

failure to link up in.digonous bankers and country banks with 

the RBI and the failures, on the front of agricultural credit 

30 

and support to smaller banks mere also ' pointed out. 

Independent of the fact uhether the RBT could have perform.ed 
better under an alien _rule' and the limitations of the Act 
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31 

itself, the fact remains that the actual performance of the 
Bank helped in creating an adverse climate of opinion against 
private central banking.. 

Given the historical circumstances in which the R6I 

came into existence as a private bank, persistent opposition 

to its private character and the strengthening of this 

opposition in the uake of indepndence, there is little 

surprise that the RBI was the first important economic 

institution to be taksn-over by the Government after 

indepsndenoe. In fact, given the already existing level of 

32 

government control over its policies, it was not possible 

to meet the challenge posed by the protagonists of 

nationalisation by increasing public or social control over 

banks. As seen above, the manner and extent of governmental 

control over the RBI was cited as a negation of the plea to 

keep public control over money, supply at a low level,, , 

Fleanwhile , there aopeared "the general trend towards 

33 

nationfilisation of central banks abroad" which influenced 
the trend of public opinion in India in favour of 
nationalisation, particularly in the uake of the announcement 
in 1945 of the proposal for the nationalisation of the Bank 


34 

of England,’* 
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In view of such indications positively fauouraing 

nationalisation, it is interesting to see hou ths official 

machinery moved to process the demand and determine the 

Government’s attitude and tactics on this issue. In 1 946, 

the Finance Department anticipated that in the course of the 

debate on the Banking companies Bill , the question of RBI’s 

ounership may crop up and they forearmed themselves with the 

views of the RBI on the possible advantages and disadvantages 

of nationalisation,” The Bank’s o f [ icials uer o against 

nationalisation and argued that it would irfi'pair efficiency. 

Since they considered that ’’any full-fledged large-scale 

36 

economic planning was a remote possibility” they considered 

37 

the case for nationalisation Ueak cmd inconclusive. In 

response to a query again in 1 947 , the Governor of the Bank, 

38 

advised the Government to adopt a non-committal attitude. 


In 1948, thu Governor of the Bconk u as. asked to give 
his personal vie'us on the nationalisation issue to the 
Government, The Governor., Sh-ri C.D, Deshmukh-uas qgick to 
grant th-at the vieus of the Bank’s B.oard ”uiil not- be entirely 

free of the suspiq,ipn of being bi ased in their; own ..interests,” 

b i ' - : ^ 

In making this point,..at seems .to be implicit that the 


interests of the Boar.d,. consisting mai'hly of businessm.en a.nd 





bureaucrats, would be badly served by nationalisation. He 

argued that though "it did not much matter uhether the Bank 

41 

uns run as it was then constituted, or was nationalised" 

it "u os neither called for nor was it likely to be 
42 

bonoficial." 


His argument seemed to be that, independent of the 

ounership of the Bank, the overall monetary and credit 

policy uos bound to be in accordance with the vieus of the 

Gov er nm ont . But with the introduction of members on the 

Board influenced by political considerations and loss of 

"the fruits of the seasoned and matured experienee of 

43 

uell-tried businessman" , the Governor thought that until 

the pattern of the economy and the strength of its 

administrative machinery become clear, nationalisation may be 
• 44 

shelved. 


The central Board of the Bank uent a step further and, 

despite knowing the decision of the Government to nationalise 

the Bank came out with a unanimous resolution opposed to the 

45 . 

Bank’s take-over. However, in view of the Government’s 
decision to go-ahead with nationalisation, it appears that 
the Bank’s pre-nationalisation management changed its 
approach and tactics towards, the question of ownership. 

They prepared a memorandum, wherein it was maintained that 


presently the measure of nationalisation ” need not have a 

wide scope:’ and "should be confined to making the rninimum 

emendments necessary for symbolising the change of ounershx 0 .“ 

Thus it uas suggested that "the minimum modifications" should 

be made, "leaving the operational snd other features of the 

47 

existing organisation undisturbed," 

On the issue of compensation too, a position greatly 

favourable to tho existing shareholders was taken. About 

Government’s directives to the Bank, it uas suggested that 

the former should specifically own up their r esocnsibility 

48 

for the directives they give. Following ths trend of 

discussion over the 1927 and 1933 Bills, the Central Board’s 

memorandum suggested some representation to the members of 

the leginlatlliO, However, there was a volt face and ths 

Government under the control of national , leadership retained 

the disqualification for the inclusion- of members of Central 

49 

Legislature on the Bank’ s Board , As saen above, as a matter 
of fact, the'businessmen, including thoso coming from the 
larger industrial houses, retained after nationalisation their 
seats on the Bank’s Board, ■ 

Thus, the structure and personnel of the Bank remained 
largely fashioned after the days of the private shareholders' 
ownership. The take-over act introduced. 


as the memorandum 
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by ths outgoing m an agerosnt wanted, only thoso charges uhich 

symbolised the formed change of ownership. As the Finance 

rlinister said in his reply to the debate over the Bill, 

’dalthcugh the frameioork of the administrative authority is 

being enr-nged, ue uould see to it that the RBI continues to 

function as a fully autonomous body and that the counsels 

o f difforont interests uhich find representation at the 

mom an t through election on the management, would still (i.s, 

after tako-over KNK ) be available to it, although the 

50 — ■ 

institution is bein g national ised .” 

To tho extent the Bank under the earlier dispensation 
uas accused to be ’’the slave - the maid of the old lady of 

51 

Thresdneedle Street - ths Bank of England”, a significant 

change was introduced ‘''enabling the Bank to hold , besides 

sterling securities, other foreign securities, as a part of 

the Issue Deportment Reserve and also in the Banking 
52 ■ 

Dspe.rtm ent This indicated the end of the Indian economy’ s 
special ral ttionship with Great Britain and the impact of 
India’s membership of the IFIF, a development in keeping with 
India’s new place in the world capitalist economy. 

It follows from the above that the discrepancy 
between the views of the Bank’s bureaucracy and the new 
national government was confined to the basic question of 
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aunership of the Bonk. Ones t'no latter 
go ahead uith the transfer of the Bank's 
Eothori ties ^ the 0 ank' s burs cucr acy s in 
business interests reprasonted an its Bo 
chanQsd their taicticel stance to ensure 
’mischief’ in terms of effactiue control 


made its decision to 
o u n 8 r 3 h i p t □ p u D 1 i c 
ossGci ■'■tion uith the 
erd prior to take-cuer 
th at the mowe’ j 
t;.n d act u al policies 


should be minimisod. For this .three important points 
.concerning i) comuensationV ii ) composition of the Board so as 
. to.ke.ep tho direc±l.y. Glectad .'re.pr83,Bn.tativo.3 of the people out 
and continue uith the rspresentation of priv-' cite, sector trada 
and industry snd iii ) role" o f go ernrnont al policy directiv/ss, 


ware so settled that theirnavs . ef fsetad largely .a. symbolic 
chonge and the ucico of business intsrosts and their expertise 
'’uould still be auailsble to it, although the institutiori is 
heing nationalised,'’ as the then Finance ilinister assured. 


Therefore, it appears that the n rtion ai i sation of tho 
RBI could not bring-' about any of '-the conventional socio-economic 
and political effects generally associated with rcidical policy 
moves like this. It did not cause any misgivings to private 
sector. In fact, the general trend of thinking of the Postv 
Independence government in their initial days of pouer, as ue 
see BlsBuhero, on the question of nationalisation and Ciionges 
in property relations in the non-agricultural. sector (see 
elsewhere the references to the debstas in the Constituent 
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fi sssmbl y , reactions to the Report of the Congress Economic 
Programmss Committee, the Industriol Policy Stotament of 
1 948, and some uieos expressed by 3 awahar Lai Nehru 
specifically on tho question o f n ationali sation ) uiere eith er 
adverse or non-committal. The influence of nso-classicsl 
economic thinking tinged with fabianism in gousrnmental 
quarters tended to give importance to the grouth of 
production prior to or independent of distribution, privote 
enterprise and managerial constraints in the governmental 
sector. These priorities rendered a prior transformation of 
property relation unnecessary and self-defeating. In this 
framauork and approach of public policy, the take-over of 
central banking could not have acquired greater socio-economic 
content than uhat it had. 
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Mjf- transport servl cs s were the "-fir st major economi c 
activity ^i#h w»re nationalised in thoir totality in the year 
1953*. This was also one of the newest modes of transport 
in India which' began its career in the closing years of the 

1920s. ' 

From this humble beginning to the^nationallsation of 
Air Transport in 1^53 ajongwlth the setting up of two public 
sector^ corporations to run injfei^nal and external air services 
of India Is a story of large- private initiatives, many public 
interventions and many fluctuations which this infant mode of 
transport witnessed in its short span, of life, = 

The basic issue in the development of air transport ' 
services in India v;as,on the one hand, one of keeping in the 
front line ,of technological development and, on the other hand^ 
of reconfiling^ this compllcafedyicostly. and highly capital 
and import-intensive ' service-with, the narrow base of 
industrialisation and resultant small high income clientele* 
In between these two extremes wore considerations of defence, 
administrative' exigencies, needs of other emergencies and 
of speedier postal service. Although it is true that the. 



, . / 2 .-- 

©conomiG condition of the ' conn trT Bad ' so'' far ■■■ ■ ■ ^ 

mi eras cop ic part of the total population to'avsiil themselves 
of the facilities of air transport , the need for a' comfortable 
and time saving mo do of transport for either those who 
afford it or whose work requires it, over and 'above it's 
externality in the form of techhoiogical advancement, 
impressed upon even the colonial government the need to give 
encouragement to enable it to find a firm base in the Indian 
economy. However,, on the other pide, was the stark lo.gic 
of inadequate traffic and low load factor which created 
serious problems of economic viability and self-sufficiency 
for air transport sfjrvices. 

The war time boom aind huge profits alongwith an easy 
and cheap availability of disposal air-crafts, spares and 
ample availability of technical pcrsonhcljand. ground 
facilities led to over expansion and mushrooming of air 
companies vying with each other for limited air routes. 

How during these fluctuations, the air transport 
-services were aided, supported, regulated end subsidie'-i 
by the State before it,’’ resorted to it S:-.ultlmate. take-over 
as also the nature ‘and form of the decision to take-over 
air transport companies are important questions needing 
investigation and analysis. So far very little work is 
available dealing with the SO questions and various options 
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which wer''.;' availablG before the choice was made in favour 
of nationalization, . 

In the present exercise,; we. intend to examine those 
issues on the basis of various facts and information we could 
collect from official as well as non-official sourcas, 
mainly somc; official reports and Parliamentary debates and 
tho Select Committee Report on the Air Corporations Bill 
1953, Part I describes the process of take-over of air 
services alongwith an analysis of some important features 
of the law enacted for the purpose, ,In the second part of 
the paper, we will give a brief history of the growth of air 
transport service in India in which a pointed reference 
would be made to the factors and forces which shaped the 
growth of this mode of transport. Alongwith this account 
we will try to analyse, the problems which emerge in the 
process of the evolution of this activity in India. This 
background may enable us to turn our attention in the next 
section, to a , detailed analysis of various public 
interventions- made for controlling, regulating and 
facilitating the growth of air transport services. 

On this ba.sis, we will attempt an examination, of the 
various alternatives to the nationalization of civil 
aviation in India. This analysis should throw some light 
on the need and necessity for nationalization as also 




provide a 'basis for understanding the forces and ideological 
environment which contributed to the nationalization of 
Civil aviation in India. 


. The air-transport industry was taken over by the 
Government by means of the Mr" Corporation l^ct, 1953 
(No, 27. of 1953). The decision to go in for nationalisation,, 
of the scheduled air-services operating in India was 'take’^ 
on ist July 195'2.J^ Iho Bill was referrad to a Select 

■■ 'P ■ ■ . ' ■■ 

Committee and' subsequently pbssed . by the two Houses in March 

1953, The Bill r.-neived Prosd-dent ’ s- asssaat on May 28, 1953/' 

The two corporations which took over the undertakings of 

the piivate air -companies viz, Indian Airlines and Mr-Hidia 

International came into formal existence on 15th June 1953 

• ■ 4 

an.l August 1, 1953 respectively,. ■ 

The law did not use the term, ’nationalisation'"'.. It 
provided for acquirin.g, compulsorily, the undertakings of 
nine air companies in business at •’■d:;:. ."S' 


*The names oi.the companies- comp'pl-sorily acquired are as 
follows s Airways (Ihila/ Ltd, 'Himalayan Aviation Ltd., 
K?jilinga Airlines, Bharat Aiirways ^Ltrl,., Air India. Ltd.,, 
Air Services of indiai Ltd., Decean Airways Ltd,, Indian 
National Airways Ltd,, and' "the Air India International 
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Tli 0 stated purpose of take-over, otated in the 
law was "to Hiake further ani hettGr provisions for the 
operation of air transport services” v ' Wot only wore the 
existing Scheduled air transport cporator s' all assets, 
liabilities and businesses alongwith all their rights, 
encumberancGS and contracts wore taxen-ovur , but Section 18 
of the 4ct also . provided for the prevention of "any sciiodulod 
air transport services from, to, in or across India" under 
penalties to any one other than the two public corporations 
set up for the puiposef ■ However , non-scheduled operators, 
which numbered 11 and did 6919.56 and 1304856 hours of flying 
in 1948 and 1949 respectively were alloxved to remain in private 
sector and wero not covor.Gd by the prohibition, under section 18 
for their non- scheduled operations. : Tt meant that commercial 
operation of non-schodule 1 air services was permitted in the 
private sector. The M.r India International was constituted 
by the transfer to it of the undGrtaklngs of the Air- India 
International Ltd. Ml the other eompaniGs' undertakings 
wero transfGrre.d to the India l-irlines. ■ . 

It may be pointed, out that one. of these nine companies 
was not a totally "pirivatG air company. The JUr-In-dia 
•Internotlpnal Ltd. , ■ ma,y well be considered a joint 'sector 
company.,; This oompany, which was ..registered in March, 1948 
with a pai.',^-up cap.ital of 'Hs, 2."Crores,. came into existence 


as a result of the 
a Tata Company, to 


approval of a proposal made by Mr-India 

Q!I 

the '‘The Govarnraont of India,*' ”ThG 


j 


Government of India bell 49 porient of the? capital of the 
Companjr with the option to acauire a furtht r 2 percent at 
any time. Air- In. -la has pai^ticipatol in it to the extent 
of 10 per cont-, the remaining shares beinp^ subscribed by 
the general public. The Government of India have 
undertaken to make up the losses of Air- India International 
fora period of 5 ysars, Tata Sons Ltd. are the secretaries 
and Treasurer of Air- India International and Air India 
its Technical managers. Adr- India is also Air-In'-'’ia 
Internatio.nal 's Gnief Booking Ag^nt in India, 


Thus for all purposes of control' .an 1 opera tiens, the .dir-- 
India International was a sister concern of A±r-India, 


a Ta'^'a Cempany,’ The Gov; mment contributed almost half 


of its PITC and undortnok tc recouo tho losses which Its ’ 
private management may Inc’ir, Public resources, private. 
management and control, and public 'commitment to meet 
all the losses of aii unsp''eclficd dtagnitu'de l’,o. ’so'cialiseu 
losses’ wore the unique featuros of . the 'Ijqdnt sector” 
operation of the 'Air- India' International;' Its take-over 
and constitution of a public corporation, namely, Air-In^Tla 
International, is thus ' conversion of-' private capital into ' 
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pnl/llc property as a matter of seconddry significance. 

Its main contribution lies in the -substitution of public 
control for private controls The five year period during 
which the government unicrtook to m-Sike up th-o losses was 
already over lij 1963. The' act of nationalisation foreclosed 
the question of the continuation of this arrangement 5 ' now , it 
became a public corporation, 



The Act provided for payment of compensation to those 
companies whose undertcikings vested in the two corporations. 
In a schedule to the let the principles were laid down for 
dotermining the amount of compensation. The erstwhile 
companies were given the right to approach a specially 
constituted Tribunal in case they were not satisfied with 
the amount of compensation, A. specified share of the 
total compensation was paivd in cash^ the rest was paid in 
terms of Ce^ntral Govermnent .guaranteed five year bonds 
bioaring 3^- percent interest per annum. 

The principles for determining the amount of compensation 
was the aggregate written down values of various assets 
which satisfied soma criteria of fitness plus certain 
ad hoc specified sums; for various assets minus the 

IP 

liabilities of the air companies^ 




Accordlna: to the Balance Sheet of Inrlian Airlines 
Corporation as on 31st March, 1954 , tho total compensation 

(being the excess of assets over liabilities taken over 
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on 1st August, 1953) amounted to Bs, 3. 024 crores, " Out of 

this Hs. 2. 4569 crore ^was to be paid in the form of bonds ' 

and Rs .56.72 lakh in. the form of cash. The companies 

were not satisfied with the above offer and appealed to the 

Tribunal, As a result, ultimately, a compromise was ^ ^ 

reached loading to an increase in compensation amount 

by Rs.16,53 lakh; ■ . Thus the. total compensation amounted 

tp:, Ss.3,19 crore.-. Air inlia' International Ltd. was. given 

a compensation of Rs,2.82 crores. Himalayan Aviation was 

15 

not given any compensation*-;.. • ■■ ■ 

The issue of compensation: amount for the air companies 
was a maj'or bone of contantion among th..c interests ihvolved. 

It figure.! prominently in the Parliamentary debates as also 
in the Report of the Select Committee on Air Corporations Bill 
1953. Ifeny members gave^- t^^ notes- of dissent in which 
the comptsasation issue figured: prominently. 

It was -pointed out that the principle incorporated 
in the law ten-del: to favour some • companies while others-' ' 
became worse off , - It ..was. pointed- out . that in some -cases' 
the amount of compensation wuld be-Just about 3 percent of' 
pai-:'’ up capital. This- would make the ordinary shareholders 



forgo a.-gool part ,of their investment and -wouW- produco 

an effect' inimieal to further investment. 4 numb or of 

difficulties involved in using market value of the shares 

were pointed out, since some shares wre not quoted and 

there was no market valuation of preferenco shares. In view 

of the fact that the than purchase price in, world markets 

of the assets taken over was estimated at Rs.lO crore, 

if was made out that a bettor deal ought to bo offered to 

18 

the share-holders. It' was further suggested that even if 

50 P'Orcent of paid up capital was given by way of 

compensationj it may satisfy the shareholders without imposing 

19 

too heavy a burden on the Government, The PUG of sight 

of the nine air companies forming IkC (excluding Kalinga 

20 ' ■ 

airways) came to Rs. 6,30 crore. Their loans stood at' 

1,49 crore, .. The actual comp ensation. amount, as seen above, 
was of the ordar of Rs. 3. 19 crore* The total amount of 
compensation was then only about half of the 'P'GC, being 
50.63 percent of the latter. 

However, a point in the compensation controversy 
alvSO related to its discriminatory nature,^ The compensation 
principle was unevenly favourable among the various air 
companies. In fact, a note of dissent by K.A'. Hambiar 
and others went on to maintain that ’’the quantum of 
compensation provided in the bill is unduly high and is 
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Inton-ied to make good We::4osses ' the companies. - 
That is Mr- India 's '(Tata 's) s&a]?ps. have Jumped by 

200 p or cent because: it is, they who, are getting the best' 
of the deal, Aircraft and spares'- which wore bought at 
very cheap prices frbmMisposal'''storas and have already 
boon written down to -He, l by charging heavy depreciation 
rates, are now to be . ■dQprsciatGfl at far lower depreciation 
rates which neither the rate of obsolescence of aircraft 
no.r the. actual written down' value Justifies, There is 
danger that,-, spares which have been declared redundant and 
useless will., tgain be .paid for.at the fantastic rates of 
80 'oer'cent and 90 percent of the cost price.” 

Another important thing' to be taken into account is 
that the First Plan provi.de d . Rs:. 3 cro re- by way of compensatlorj. 
for compulsory acquisition of ;a,ir companies,' The principles 
as adopted could not ensure.. that the compensation amount is 
kept within this limit. For both the corporations, it 
amounted to, as seen aboVe, Rs.d,02 crores. The principles 
for fixation of ■ compensation also did not. taks?- care to .. 
ensure that’ the? -prosp,ects;_for pbssl'hle manipulations by the 
companies are'" minimi sed, ' As 10 in-stances of "unscrupulous 
activities^, givc^ by the ilAC in a'pamphlet show a number of 
such manipulations ■^/(Psre resbrted to' by the 'mana.gement of 
companies, which added unreasonably to the amount of 
compensation and deprlyed the /successor public corporations 
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of their potential properties and resources*: The law 

did not provide safe;paards for protecting the interests 
of the shar€?-holders of the air" coitipaniGs, ■; Thus some' * '■ 

•members of the Select "CoEmiittGG apprehended thpt "the 
entire compensation amount is going to be misappropriated 
by a f GW who are at the , helm of affairs of •bheso . companies, 
Thus ’’the amount (of compeftsation) is going to be far 

exceeded, and will go to fill the pockets of the bi,g 

27 ' ■ ■■' 

houses.” ' , 

Another group of M.Ps. argued, that "it would be. 
in the interest of the national exchequer and also be fair 
to the share-holders of the company if 'the shares of the 
company are compulsorily acquired at their market values as 
on July 1, 1952". They' argued that it is irrelevant 
vjhethsr this, principle would be hard on the companies, ’, 
whose undertakings rather than shares were acquired. They 
said, "It is not a question of being hard or otherwise. It 
is primarily a question of being just to the concerned," 

A. comparison of the market value of these companies' 
shares towards the end of 1952 with the compensation value 
per share by the lAC, shows the extent to which an excessive 
burden was placed on the public exchequer (See Table l). 

This compensation clearly shows that on the basis of market 
value of shares the Tata's would have been v/orse off both 
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in respect of Mr -India Ltd. (Rs.54.5 market value against 

the face value of Rs.lOO) and, Mr- India International Ltd. 

(Rs.60 against Rs.lOO). The discriminatory nature of 

compensation payment comes out on another account. The 

compensation, by applying the principles laid do-wn for the 

purpose, was to be given by the successor corporations* 

Those formers managements which found place. :on the board 

30 

the now corporation, like Shri Tata, were in a better 
position compared to the others in the application of, the 
compensation principles, . 

It can be seen that the compensation value was almost 
double the market value of shares in most of the cases, 
and at about 237 percait,.. was the highest for the Mr-India 
International Ltd, This is one of the factors which lends 
credence the conclusion arrived at by some disseJiting members 
of the select committee ’’that' the interests of the operators 
weigh high with the Government,” 

It seems, therefore, appropriate . to agree with the 
dissenters who all felt that the compensation amount was 
excessive, inequitable and tpijust.^^ 

Another point made in this connection related to adding- 
a fixed sum to the written down ‘a share of the assets. .It 
w-as pointed out that this ’’plus” seems to be- unjustified. 

The Minister maintained ■ that it was to compensate for the 




Gxpsn'iiture inctirJ^sd in obtaining the certificate of air- 
worthiness, , . 

An Important aspect of the issue was the concern 
of the dissenting: members of- the Select Committoo to ensure 
that out of the disbursed eompensatidn, the shareholders 
obtain their legitimate ■share* They pleaded for a specific 
provision in tho Act to onsur-e this and obtrained legal 

opinion that a provision to'-this offoct could not militate 

' ■ 3 -"'' ' 

against the provisions of the constitution. 

It was argued by a Select Committee Member, Shri N, 

Kanungo, that the purpose of the nationalisation Bill was to 

acquire the ’’undertakings" of various air companies and n^ 

"odd bits. of immovable property including junk." Hence 

the procedure of evaluating the value of each bit of 

property soparately and fixing' tha compensation amount did • 

not appear to be in consonanco with" the statad aims. Shri 

Kanungo further argued that the available precedents of the 

Reserve Bank of -India and the Road Transport Undertakings in 

36 * ’ 

Bombay also did not support this procedure. 

The way in which the measure would b©: discriminatory, 
against the large majority of shareholders was clearly brought 
out by Shri JCanungo, He wrote, -"A-s-a result of the wrking 
out of the schedules, it is anticipated that out of the 
approximate total number of 30,000 share-holders in all 


the? co!np.5ni6s -which owi the undertakings, only 5,000 are 
likely to get varying amounts of compensation for the value 
of their shares (on the assumption that the companies will 
choo.se to distribute the entire compensation money equitably 
amongst the share-holders). "Thus early 85 percent of the . 
"large body of middle class small investors" would not get 
"even a .pie ns compensation," This led Shri Kanungo to . 
conclude -that a, "small fraction of shareholders are receiving 
a favourable treatment as 'against the very large bulk who 
are being left -without anything. 

It may.be pointed out that "the original value of the 
fixed assets and spare parts and tools sho-wn in the hooks, 
of account of the companies is about Rs, 6 croros inclusive < 
of Rs.60 lakhs for Indian Overseas Airlines and Himalayan 
Aviation,". This value included spare parts and tools valued 
historically at Rs. 1.94 croros, Ls against this -valuation, 
some m.embGrs suggested, as wc saw' earlier , that the present 
purchase price of those asse-bs would 'be ih the region of ( 
Rs.lO’ croros. These figures have- -to be Contrasted with that 
of Rs,6,n2 crore which .-was paid in the form of compensation 
for compulsory acquisition. Since this is not much different 
from the PUC (which excluded Rs, 1.49 worth of loans taken 
by tho , air , companies), the graveman of the charge mainly 
■ concenis both tho size of the compensation amount as such as 



also 4’ts- 'discriminatory ''effect an different compa.niesj its 
cumbersome pro b'fe dure V7itb a lot of indivi:3ual casQ,.by..Gase - 
discretionary powers and neglect of the interests of the 
ordinary -shareholder sf who could not exercise Cvien thG; 
normally available none-tdo-signif leant, 'power 
of ’’©xlt”y . after the undertakings of the companies have 
been acquired'by the State .and th-aso companies will .ha've tad 
cease operation/ Thus, it 'was argued that ’’this is a 
natipnali sat ion which transforms the mult i-millionair-a .and 
millionaire debenture-holders and preference shareholders . of 
the air-linos into bond-holders,” Thus, this nationalisation' 
b-ct Linite-d the size of de-conesntfation effect in the 
sense of reducing existing inequalities by chopping off . ' '' 

some heights, , 

In any case the controversy over the issue, of • 
comp ensati.on "and the decisions in this respect,..,alongwith 
the methodology of acc^lsit ion, (i,fe,, not taking over the 
companies .Os, a whole as rD.nning concerns but .acquiring the ' '' 

'undertakings’ of the companies)and compensating them for ' b 
indivi-dual •.Items of Ossets in a liboral manner, arc significant 
fe.«tures whi.ch contrlbut'c to the detormina tlpn .of -the nature 
and content of "emergent public ownership. For one thing, it 
showed the pull of the controlling interests and larger 
sharoholdors vis-a-vis the large number of small, mi-ddle-class 
investors. Then the advantage derived by some co-mpanies showed 



the possibilities -which become available to the Government to 
bestow favours upon some and not on the others. 

The discriminatory character and potential of such 
legislative actions get further illustrated hj another moot 
point, viz,, the organisational fo.rm to be given to the 
State-owned and controlled civil aviation industry. The 
issue, of nationalisation was examined, alongwith other issue, 

by a committee, viz., the Mr Transport Inquiry Committee, 

41 

(MIC) 1950, Its recommendations concerning nationalisation 
were very ambiguous . Though it essentially opined against 
State take-over, (more on this latter), it still suggested 

■’ 42 

the modalities of take-over. Though its terms of reference 
did not specifically include the question of how to go about' 
Imposing state o-wnershlp except for working out .’’the cost of 

acquisition of such ownership” , and future management 

43 ' 

method the committee interpreted its role in. such a 
manner as to include all the above- questions. 

The committee strongly suggested that if state 
ownership is decided upon despite its recommendation, the 
operations should be entrusted to a Statutory Corporation. 

Not only that, it went further to recommend that ”Even 
with a Statutory .Corporation we are persuaded that it is 
most Important for the success--,of the entorp rise that (a) .an 
outstanding man of business and admiiiistrative ability and 
drive, preferably with sufficient experience of -air 



- 17 - 


tra/isportj ^oiild be appointed as Ghairriian of the organisation, 
and (b) the Corporation . should be- given complete autonomy 
and freedom from departmental control except in regard to main 

'44' . . ■ ■ 

policies to be followed as laid down by Government," 

The Act provided for: the setting up of two corporations, ' 

as against one suggest ed by the A.TIS, and the Plaftnihg 
'and 

Commission/many members of the Select Committee, iri eluding 

■ 45' ■ 

those belonging to the ruling- Party; Even in the' debate 
over the Bill, there was stout opposition to ‘the -movo to 
set up two separate Corporations for intef'nal- und external 
air services respectively, : "-Maiorlty of the 'members we'fe 
in favour of a single, corporation,,: The protagonists of a 
single corporation believed- that'- it would save an ' expenditure . 
of Rs.C lakh per year if the two .oorporations: wore combined, 

On the other hand , the Government cohsidefed it inadvisable 
to risk a decline .in the reputation or efficiency Idiich the 
Air-India International Limited had built up since 1948 iri the ' 
regions where it operated;. The Government was for acquiring 
the 'goodwill' which was ^believed to be associated with the 
name of the Air- India International Ltd,. However, an assurance 
was given by the Minister for Communications, Jagjivan Ram, 
that ’after integration has been Completed and after both 
the corporations were set up on a sound. footing, the Government 
would consi-der whether the corporations 'could 'be amalgamated ■ 7 ' 
lritO:fohri;ri'i|b::Sg:Gi'S:4M4^ 





The difficulties of renegotiations with external private 

parties Concerning many of the outstanding contracts entered 

into by the lir-liivlia International Ltd., was also a factor 

49 

which persuaded the Government to retain the old name. 

In so far as the let provided for honouring all such 

contracts, it is difficult to see much point in this argument, 

Another reason concerned the reorganisation of the terns 

and conditions of service of the Staff for the internal' 

SO 

services. Obviously, with a single corporation, it would 
have been difficult to arrive at two different sets of 
terms and conditions for the employees of internal and 
external services. Thus, a single corporation also became 
a means’ for preventing the emergence of uniform working 
conditions in the civil aviatio.n industry, 

, In any case, the "two-corporations theory" had a strong . 
supporter in J.R,D, Tata, liS seen' earlier, the compensation 
principles were tilted in favour of; Tata companies. The 
acceptance of the recommendation of the ATIC to appoint 
"an outstanding man of business and administrative ability 
and drive, preferably with sufficient experience" apparently 
led to the appointment of J.R.D, Tata to head the Board of 
lir-India International (All), In fact,' after nationalisation 
of All "no radical changes were introduced in its top 
management, except that the Government felt it necessary to 
appoint experienced officers of . the Indian Civil Service at 
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the key position of the crganisation*” This evoked strong 

opposition in the Rajya Sabha as "a ' step -which furtherVl tho 

53 ‘ ■ 'a 

control of the former 'owners. ‘ ' • , 

Act provided for the constitution of iaho nr Relations 
Committee for each of the t-wo corporations -with the representa 
tion of labour for maintaining good, labour reiat ions and 
provide a ..forum for consultation on matters like efficiency, 
economy, etc, ' This level and form of representation to 
labour., particularly in the context of continued association 
of the former owners in top managerial positions, ‘ evoked 
criticism both in the debate in the Parliament and in the 
Select Committee, A dissenting Note, signed by three members^ 
reads* ’’one point that has struck us in consiclerlng' the 
provi'sions of the bill is the shyness of the Government to tak 
the employee^ into their confidence and to give them- an 
adequate share in the management of this national enterprise— - 
Unless workers are given their due share in the management 
of state undertakings, economic democracy cannot develop in 
this country , and ' in the absence ' of economic democracy, 
nationalisation mair'not serve the purposes for .which it is 
■'-intended:,”;®^'- ' ■ , 

The non-inclusion of the non-schedulod air operators, 
whose share of air transport industry was not Inconsiderable, 
(being nearly 9,and A ^percent respectively to scheduled 
operators [■. number hours f lo-wn ) (See Table 2 for details-) 
in the list of the^h-nits whose undertakings were acquired 
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socio^oconomic: processes -changing composltibn of ownership 
and control over, •industrial and infrastructural units, .For one 
thing j it . giTCis scope for changing the thrust of the law, to the 
advantage of former owners„and , controllers through a variety of 
meahs',’" They .can manipulate acciounts--nn^dnssit‘s “in order to 
derive 'maximum advantage from compensation .principles. Even the 
choice of componsation formula© hecomes .an arena of debate and 
the play of socio-economic power. The extent to which such 
compensation .foimiulae are oho sen as place an imc!ue strain on 
the public exchequer and bring in excessive gains to the former 
interests, it goes to show'' the' kind of interests which hold 
away oyer the regime. The decision, to go in for public . 
ownership cannot, therefore, by itself indicate the, socio -. , 
economic complexion of the government of the day, because the 
nature of ^he specific legal provisions is also significantv and 
may blunt the edge of- the effects of tako-ovor . It also may, he 
taken to show that various moves against the interests of . the- 
better off sections are not opposed simply in their basics, . 
Even if the moves to oppose things like nationalisation do not 
succeed, during the_ stage of legislation and implementation ■ ; 
there appear a good deal of opportunities for protecting an.d , - 
strengthening^.essential 'interests. Theories of public decision- 
making have emphasised thl,s aspect 'when it is suggested that"”!!! 
order to understand the decision-making process,, we have to look 


at the series of decisions In its totality 


„57 


It m-ay be easier 


for the politicians and b'ui’eaucrats to accommodate the vested 
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interests in legislative and executive details than with 

respect to the basic stated principles and intent of public 

possibility of 

policy. In fact, thG/accommodation at the former level may 
soften the opposition, of the vested interests at the latter 
level. The' endlhg"of private' ownership and control over civil 
aviation in In vdia showed that it is possible to do away with 
private ownership but on terms quite liberal for the former 
owner and without a total disappearance of private control , 

• • ■ ' " ' ■ II 

Air transport' is the -youngest transport service to develop 
in India, dhe beginning and development of air transport is 
-v,., related. :to -a large n inter-related factors. Like most 

modem -Industries^ air transport too first developed in advanced 
industrial countries, .' Apart' from, the general factors which made 
India go in for, the local: -^development of- those indu stries which 
had made good . progress: in. the; that '■'most 

international lines .between ..the •lasfcand -a^ Ifest have to go 
across 3n.dia,'g,-,.g was. specifically responsible for’ brlhglrig 
colonial -India on the ihterhational air services map. Some 
geographical faqto.rs also -worked towards generating the need 
g (as distinct ;fr6m desiaid) for- civil aviation,®^ For one thing, 
the- v%st. sub-Contln^tal size of the country made a case for a 

, throughout the- greater part of the year"®^ was a facilitating 



clirn,*^! tic factor. The noe'^ of administration as woll as dcsfonce * 

farther helped strengthen the case for introdacing and • 

developing air transport services,, ■ • It has been pointed oat 

that '’a sabstantial proportion of the passengers who now 

travel by air are government officers travelling 

^'(3at3r,’^^ The administrative needs for air servieos 

increase daring periods of emergmcias like floods, earthqaakos, 

63 

etc, when groand transport links are disrapted, 

Sach factors sapporting the development of civil aviation 
can bo related to two important factors of overall national 
policies, which started playing an important part mainly after 
Independence, Air transport is g^erally a front-ranking 
activity in terms of the technological frontier at which it 
operates. Development of this fast, time-saving and comfortable 
means of transport brings in its trail significant technological 
external economies. It also has a good pay off in terms of 
growth of indigenous sophisticated skills. Development of air 
transport has also been associated with the modernisation 

imperative, i.e., the national prestige associated with 

64 . ' 

in-'^igenous air services, " 

Against these factors , ' the.ro are some constraints which 
inhibit the development of civil aviation in India. For one 
thinp^, it Is a highly capital-intensive activity, requiring 
huge investments in aircraft, spares, ground facilities, 
navigational :aids, spares and components etc. In the early 
phases, all these aircrafts, equipments and accessories had tc 





be imported* Sven to this day, it is a service ■which makes 

hea-vy on foreign 'exchange. Given the level of Indian 

poverty and generally obtaining income levels, the clientele 

for it is restricted to an extremely narrow segment of the 

Indian, poptaat ion. As the ATIG report said,, "the economic 

condition of the country has so far enabled less than; 0,02 

percent of the total populatfen- 'to avail' 'themselv'es of the 

65 ' 

facilities of air transport,’’ ' > 

Given the contradictory pull of ’the se two sets of factors, 
one can witnes a constant :pull of these divergent factors on 
the emergence and growth of civil aviation os also- on the 
public policy of support, controls and direct participation 
towards it, 'The technical, geographical^ adjaihis.tra.tive, 
defence and overall development considerations supported 
private and. public efforts for , the growth of a.ir •services, ' Bit 
the iimi'ted economic and technicai capabilities reflected in ’ 
paucity of resources and- limited-.-slze of the load factor tended 
to constrain the emerging pattern of growth of -clvli aviation. 
Many of ' the public; interventions baisl.cally arose from ''efforts 
aimed at reconciling these, conflicting ■factor si, ' 

The beginning; of air serviCGs- in India were made after the 

. , ■ ■ 66 

end. of the First; Morld, War during the period of British rule. 

In response to the memoraMum submitted 'by the Indian' Air Board 
In 1926 and on subsequent, occasions^ , it was made clear that’ 
foreign, particailarly British,, capital was kept out of the 
development of Internal &ip‘ t.isar;epQrt ''S^^ 'It was ' 



26 


explicitly maintained that "the policy of the Crovernment of India 
. ■ has b een and ^ i s to' deYelop civil aviation ' wi'bh Indian capital 
and nnder Indian m and to afford ■trainin’.; and 

opportimities fof : employment to Indians and in the ^eoiarse of. the 
’ participation of Indians 'in any through service to; on sure that 
sU-'Ch participation is not only financial" but technical as well 
.■•.;a.s-.op-Grat tonal. .As. regards India \s -internal .air services , 

Govesyimi^nt ’ s view is that : this vshoul’d b^^ .the so:.if?-.„co,h^^^ of 

' ' -• ■■ '■ 67 

Ir^dla and the "policy alroadyllal'd clown... should, be -followed,'’ 

Thus. .'imlike plantations,” mining, many manufacturing 
industhfos , railways and other infrastructure ,. :in' which foreign 
enterprise, capital, mana,gera0nt and skill had played varying 
■ role, even during the colonial .era, civil aviatidh was left 
exclusively for Inlian capital, management and technicians, 

" Given the- ’highly capital-intensive an.'d •technically, sdphisticated 
nature of air services, one may wonder >hy was the- typical 
'.eoldn-ial patteiii hf ' foreign penetration :-was not foilo-wed in the 
case of .internal civil aviation. Though it is difficult to epme 
across definitive evidence' explaining this phenomenon, some 
•general factors, seem to ’suggest some possible corisl denations. 
Even with- Indian ’’capitalj-.mana.genieht- an .a~ope rational- -technical 
knowohow', -countrie-s- like -India- ..wer.e far from deyeloping -■ 
indigenous- aircraf't-.mdhufactuhing ’industry' ahd'’B'<S: D facilities 
in the field pf cavlationw.’ Foreign capital may have more 
interest in devG-ioping; local ain s©rvice;h. with local resources 
rather than -directly with ,,-.its :o'v?n 'resources. This .may provide. 




a marfcet for their aircraft an -3 ancillary industries. Since 
there "was a rather limited market for air services in India and 
that too mainly on public account, including postal and military 
demand, the setting up of airlines did not appear to be holding 
any exciting prospects. Hence relatively limited potential 
held out by Indian' Civil aviation could well be tapped by the 
colonial masters by ' allowing indian capital and management to 
generate demand for the metropolitan aircraft industries. 
Moreover,, availability of air-services, in addition to increasing 
the, effectiveness and ease of colonial administration, may be 
expected, to develop in the minds of the local elite values and 
modes of living vhich contribute positively to the maintenance 
and strengthening of the colonial relationships. 

The actual course of development of air transport in India 
was considerably influenced by the ” Indian! satlon'* decision of 
the British rulers. - Given the need for public support in terms 
of ground facilities of all descriptions, mail carrying ■ 
contracts at reasonable and subsidy-granting rates and the 
regulation of the growth of air routes and alr-llne companies, 
there was not much likelihood of the development of independen t 
Indian entrepreneurship In this area p articularly in view of ■ 

I 

continued technical and, capital .goods import dependence. The 
brief review of the ; growth - of . vGivi:|. aviation and its main 
'features which followt ’has to be uhdor^^^^ in the context. of 
the factors which we have .dtsciuised-- so far 




The first a rl hoc coimriircial flight in India took place in 

■ ^ ^ ^ ' ■■ ■ ■ ' ■ ■ ' ' ’ ^ ' ' " ?0 

* It carried costal mail from iillahahacl to ITattii, This 



■was a mere ■' symbolic beginning ♦ During 1929-30, many interna - 
tional flights started touching Ihclia. Since the colonial 
countries thensGlves controlled these Empire air services, the 
Government of India undertook the development of aerodromes and 
allied fg.cil5-t'les, In ahortivs attempt was maclo in 1931 to 
operate an Inliah State. Air Service between Calcutta and 
Karachi, Some other efforts were also made to carry mail by 
air,-' ' With the extension .xf the British Empire Service to . 
Singapore in 1933, an Indian company, Indian Trans-continental 
ilirways with 24 percent share participation by the Governmont 
of India ,- wos formed for participating In theSfD operations,, 
Sineh it .was neither financially paying nor gainful in terms of 

transmission of techno-managerial skills, the arrangement did 

74 -■•■■■ 

not last long, 

In 1932, there appeared the- first durable and regular air 

7c; ■ ■ 

service by the Tata Sons ltd. Ts J'.RtD. Tata described it, 
'^"One proud' day in 1932, on the IS.tfc, of October to bo exact, 
my inangural flight took off from Karachi and India's first 

70 

airmail service took to ' th.«. :skiese'*'' :'. : iifBiXi 'SSx^ 

77 ■ "e 

for the^^ s airmail contract with the 


GoVtrnmeht, 'Which -was paid for; by tho...air -surcharge collected 
hy' the postal authoritiasw. • -The skeleton,-' once a waek," service 
operated ■ between Karaohi , and ••Madras-, ■ - . ■ . * 
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In 1933, another company started operating air services 
between Karachi and Lahore for mail operations on terms similar 
to those applicallG to Tata Sons. Indian National Airways,, 
was also given '’free air route organisation” and despite having 
to face inadequate traffic loads, the company tended to expand. 
The Tata operations were extended in 1935 to many new sectors. 
However, the efforts of Indian National Airways to operate on 
Calcutta to Dacca and Rangoon route ended in a financial flafico. 

The locational advantage en;|oyed by India became the basis 

for further expansion of air transport. In order to provide the 

Indian counterpart to the Empire Air~mail Schema started in 1938 

for carrying mall among various colonies of the U.K, , the Indian 

government gave a 15 years contract to the two operating 
8n 

airlinas. As a result, Kara chi -Ma<3ras route was extended to 
Colombo, Under guranteed payments from the government, which 
"included an Qlament of financial .assistance by Government" , it. 
became possible for the airlines to plan their operations on a 
sGcure basis. These measures turned out to show better results 
than the still bom effort to set up an airline called Indian 
Trans- continental Airways with 24 percent government equity and,, 
under managerial and operational, control of the Imperial 

■/:d:ddddMeanwhili iifiSjnlrii® 

Operated , during ■ 1937-1939 on , Bomhay-Kblhapur and Bombay- 

on, those routes "were 
Just above the level of second class, railway, fares while the 

. p’' 'f; '-’'i . ".'nm ' •• 
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minimam coat of operation in the conditions then, existing ¥ere 

; ■ , ■ QA' 

above the first class railway fares,” However, owing to poor 

surfa,ca transport facilities,- and probably owing to the traffic 

arising from the princely States, the passenger load factor 

was considerable. However, the entreprise did not succeed and 

85 ' 

was closed down in 1939. 

Prom the above account, ccirtaln significant features of 
early gro-wth of civil aviation in India nay be noticed. The 
British, and other foreign intofests did not come for^irard tp 
invest in air companies in Indlai In fact, there was a clear . 
policy decision, to leayf-' this field only to Indian capital,, ; 
and management. Despite- ■some reverse s,_ b£‘girining of: apr 
transport ..services in India' '■W’Qr'e made. Two companies survive- di,. 
the vieclcitudas on thv3 basis of their own initial investment.- 
The record of these companies with 'respect to regularity md ' 
safety of operations showed the capabilities of Indian , capital . - 
an-.l management in a technologically advanced field. 

. The fares were kept low in order to attract traffic .an-d- ■ ...: 
popularise air .travel. The main sustenance in any case cam©,;- 
from postal, .mail carriage. The Government gave indirect . .. 

financial support, by -giving liberal-, long-term mail, contracts. 
Thus there was anoimportant link -between the , growth of 
communications and growth of air transport services. Government 
assistance was of material value to- another critical area, viz,, 
grouD-d organisation and facilities, like, aerodromes, natlg-atlonal 
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facilities, etc. "Upto; 1939, an expenditure of about Rs.li 
crores was incurred on the provision of aerodromes, hangars, 

workshops, technical and administrative buildings and 

aerodromes and air route lighting. small nucleus of pilots 
trained upto the licence pilot’s standard was croated by 

a system of subsidised training in fljring clubs established 

' ^ ' ■ ' ^'87 ■ 

at the important provincial capitals." 

Air service, is a complex modern business which cannot 

grow without public regulation. This is illustrated by the 

fact that well before the regular commencement of air services 

in the early ’thirties, beginnings were made to set up 

regulatory, administrative arrangements in 1920 in the form 

of creating the post of Chief Inspector of Aircraft to 

Government. In 1927, this post was converted into one of 

Director of Civil Aviation under the Department of In':lustries 
89 

and Labour. For purpose of formulating public policy on 
air services the Indian Air Board was constituted in 1926*, 
the Board prepared a Memorandum bn the grovrth of air services 
and made suggestions for the development of air transport. 

In 1937, the Directorate of Civil Avlatloh was made a part of 
the Department of Communications. Thus a nucleus of agencies 
and arrangements for public’ regulation "and' control of air 
transport in India came into existence by the time Second 
World War broke out. this time about 519C miles of 
scheduled air routes were Operating in India, which flew 
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over 15 lakh miles ¥3.th 99*8 percent regularity. During 
this pGrlod,, Indian Aircraft Rules re formulated and 
enforced. These related to "the technical requirements of 
air transport operations like licencing of personnel, 
registration of aircraftj certification of their air- 
worthiness and their periodical inspections, liconsirig of 

93 

aerodromes, etc. With the heginning of sehedulod air 

flight, in 1934, the Indian Mr craft Act was enacted v;hich 

94: 

provided for the abovc^ mentioned Rui-Gs. 

With the onset of the War in 1939 began a new phase 
in tho growth. of air transport in India, In Europe, anq 
in India many air serviCGS were; susp ended or curtailed and 
were "run ddrectly for tha^ Government and the defence 
services," The level of air services incr^oased after , ■■■ 
some initial, curtailment in order to. cater' to 'the needs of 
moving freights, mail, mil^ etc. 

The need for big aeropianes tQ meet th% increased 

■ k - -vV’" ^ ; ■* *' '‘V’' 

demands were met by ’fhe-trovamment under 'a LeasbuLand 
A’gre'ei^pnt .■ As., ^ result'vD, C , -2 ' s , ' 'D-O . -S ' s, 'etc.' were made 

available to the; compahie^s,"” By- l9’43‘,''.%S'many as "ie routes., v 

’ 96 ' . . ' ■ ^ . 

were operated. ..^j^^Addl-tiphally' a'number-'-of-"spe'cial works , 
connected with,/d/)la/ mSi’de available ■ to' the two companies, 

■ • .0- T ^ ...yr' dl'"' b V' '' g ! ^ d d'.' 'g 'j'. b ' ' /■' '"'7":' 

As the ATIC RepprV.makes a , special note, "the remlineration 
paid by Government to these companies for the, various 
service,s rendered by "^m during the War put them in a 
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financially sound position at the end of the i4ar.» 

Goodwill, experience,- expertise wore the other gains which .the 

■ 9g 

War time enhanced operations brought to the two airlines. 
During the year 1945, the two airlines carried as many as 

22,000 passengers and 650 tons of mail and freight, with 

' * 99 

Tata Sons having the larger share of the two. Thus, 

when at the end of the Mar, the Lend-Lease aircrafts were 
withdrawn, the companies were able to requip their fleet 
by purchasing Dakotas from the U.S, Foreign Liquidation 
Commission, It should be noted that up to the period 
ending in 1945, the Indian air companies operated on 
internal air routes only and there was no Indian international 
carrier -providing external services*^*^^ ■ . 

The new prospects for the growth of civil aviation 
in India deemed feasible after the war necessitated the 
institution of licensing requiroments for air transport 
undertakings and to prohibit all operations without a 
licence. This -tfas done in 1944, following the recomdndation 
ofSiy Frederick T^im, Director of Civil Aviation , -,137 • ‘ 
sro-^amendraent^df ^he- lndi4n,Aircraft' Act-, 1934; .Inil946, 

Air ‘-Transport’ Li^^islagrBoard tATLB) was set up -and . 
licsnsldg ruiosfcamef Into ’,forcd vitE-- effect frcna.. a - ■ .b 
:Dctobet - 


X 
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The growth of civil 'aviation in the Post-Vihr era 
involved governmental interventions to an appreciably 
greater extent.' These steps seonecl to have follovvad from 

the proposals' made by Sir Tyinms concerning plans for 

" ' ■ ' ‘ ^ ■" ■ ' ■' lOS ^ ' 

future developmmt of air transport. His proposals, 

included details of tmnk routes, the likely amount of 
traffic, the requirements of modem, technically more 
efficient a.ircrafts, cost-estimates, likely revenue and the 
size and dui atlon of likely deficits. He suggested that 
”thG services should be fntrusted for operation to a limited 
number of private airline companies not exceeding four 
which would operate on a commercial basis with prospects of 
profit and risks of losses.” ‘ He visualised the need 
for a five year period of State subsidies based on ’’the 
difforence between the pre-fixed operating cost and the 
target revenue set,” He also pleaded for a system of 
licensing airlines, d 

He also suggested the establishment of two corporations 

for operating external sorvlces with a sizeable, but not 

majority, government equity, which was to be provided by 

’’an established air transport operator in^ the internal 

: alr'dtransport f ield:,'*^^® 

These positions were generally approved by the 

Reconstruction Policy Committeo for Posts and Civil Lviation 
107 

in 1944. 3h May 1945, the government announced its 
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policy on air transport W deYelop internal and external 

services "by a limited li-umber of sound and reliable private 

commercial Organisations, with their owi capital and 

operated tmder normal commercial principles,” "subject to 

108 

licences granted by Government" , It was also stipulated 

that State assistance would be granted at discretion and 
conditio'hitlly. IThe purpose of licensing was "avoidance of 
wasteful competition" and to "prescribe the limits within 

which fares, freights and mail carriage rates could be 

fixed.:"^^® ' 

Ihe 'War experience demonstrated the attractive lucrative 
nature of air transport based' on appropriate government 
support, As a result' of the war time operations, the 
ground organisation for air transport was also considerably 
strengthened, particularly on accdUnt of the fact that 
every year a capital outlay' of Rs.li* crores to 2 crores 
was undertaken by the Civil Aviation Department for these 
purposes, including provision of' communication and 
navigational aids. The Government set up training facilities 
in order to meet the ptsrsonneidhequirements, ' The setting up of 
Hindustan Aircraft Liinl ted, (H/eL) origtoally for manufacturing 
aircraft but later on changed over to repair and maintenance 
jobs also facilitated the growth of air services. More 
particularly, ;HAL.. was used for the overhaul and conversion 
into passenger aircraft of -theVdispoSa^ Dakotas, of which as 




many as 115 wercs acquirel by the old and now airlines,^^^'' 
This more than mado good tho loss of.vl^^SG lend aircrafts;, 

These disposal aircraft were very cheap and were 
■bought in large numbers by many existing and prospective? 
airlines. By- the .middle of 1946, the surplus war time 
stocks of .aircrafts and spapes were taken over by the 
govornmont. Many, of the aircrafts- like Ifejuglas CM:7's 
and Dakotas were in a good condition cap.ahle of being ‘ma do 
airworthy at 'S' relatively small costi^ Thus as, against 
the requiromdnt of , a- fleet of 40' as -vi'sualisQd by BiT Tynms, 
a total of 115 Dakotas were acquireS-' by the new; and existing 
airlines. ' This factor, alongwith liberal . licensing of 
many airlines, are often considered advePse deyelopments , 
for the groxvth of air transport arid-dfdr ..yiability of the 
airline companies, i^s J.l.D, Tata wrote in a booklet titled 
"Story of an Airline" , "But unfortunately for mo, and for 
the air transport industry of this country, it was then 
possible for a man in the street to buy a Dakota for not much' 
more than has been paid for motof-'-cars. Licences to operate 
air services were distributed by CToyemment to, all and 
.sundry, ■ ■ ' ■' 

In any case, In the face of opposition by, existing 
airlines, a number of new, units were attracted to this field 
and, according to ATIC, in the form of "speculative 
investment." Fot.only aircraft and equipment and spares 


were purchased In quantities much more than could he 
iustified on the basis of the scale ' of operations, but 
there was fierce competition for hiring ’’the extremely 
limited number of teclmical personnel available in the 
country,” which, pushed up Salaries and wages to very high 
levels.^^^ 

Within a. short period of the coming into being of the 
ibir Transport .Licensing Board, it received over 100 
applications from 22 companies for opGrating as many a: s 
96 routes, Including many vdalch did not even have the basic 
ground facilities, dsaille the TjTmns Plan had visualised 
four com.petent private airlines for the internal services, 
at the time the new rules about licensing of airlines came- 
into force in October 1946, there were as many as four 
companies- already operating air services., . Thus, if the 
Tymms plan wefe to be followed,’ Uhe -ITLB would have been 
largely without work. 

There .emerged an anamolous situation from the point of 
licensing not only for the reason, .given above 'but for Some- 
other reasons as' welli, Eule 147 pf the, Indian Aircraft 
Buies provided that an operating airliner was bound to be 
grant.ed licence if It made an aplication.^^® Thus ”Air-Ih5i 
Indian- katipnai Airwhys- and., Air .Services of India obtained 
provisional licences' in resp-edt of most of their present 



rotstes practically automatically ani almost as a matter of 
right.” Provisional licence, was also .granted ,to Deccon 
Mrways for Delhi-Madras and Hyclerabad-Bangalore rotites.' . 

However, since the Mar time boom continued for 
somo time even afterwards as many as 21 air companies 
with an authorised capital of Rs,42 crores were registered 
by the beginning of 1947, The capital authorised for actual 
issue to the tune of Rs, 9.7 croros” was very much more 

than what was needed to luidertakG the estimaterl air 

■ ■ 119 ■' ■ ' 

transportation work in the country,” 

The Capital Issue control 'machinery of the Government 

■gave permission to a number of companies for raising adequate 

financial resources. The surplus of war time aircrafts and 

spares was hot only available in a good measure but was also 

very cheap. The licensing requirements fixed by 'LTLB 

insisted that even before an application for a licence was 

considered, the applicant had to produce ovidenco ‘that they 

had the requisite aircraft, equipment and personnel to be 

120 

able to operate the services applied for. Thus' the 
prospective airliners had to incur heavy fixed oxp>c^ditur©.... 
even prior to obtaining .permiss.ion to operate scheduled 
routes, „. . • 

- Lt the time of the beginning of' the operations of AT LB, 
there were four airlines operating the trunk routes. ■ Durin 
its first two years, it licensed additional 11 companies, 


■OQ 
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which operated, except for a few routes in the East and the 

South, _ on practically the same routes as those operated "by 

the existing air companies, Ihus, "the licensing of a large 

numher of operators, apart from parcelling out the limited 

amount of work amongst too large a numhGr of units, resulted 

■In. a regime of uneconomic competitive operation which led to a 

121' 

progressive weakening of the companies concorned.” The 
ATIC observed that "except Airways (India), all the companlGS 
incurred losses and if the partial rebate of customs duty 
on petrol given by Government were exclu&d, Airways (India) 
also would have shown a loss. Excluding the petrol rebate 
which' amounted to approximately Rs, 37. 8 laldas, the combinsed 
losses of all the companies for the year amounted to about 

. . . ; r‘: v i'".-''" ■ ■■■• ■ ■ ■ ' ' . ■ , ■ ■ ' ■ .■ ' ■■ 

' IP? ' " " •" ■ 

■Rs.llO lakhs." was so on top of the fact that many 

of the companies did not adequately provide for 

• '< 123 " ' ' ' ' ' ' ■ ' - 

depreciation, 

Alongwith the flood of applications (over 100 for 120 
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routes covering the whole country),, i, there was felt, the 
need to .support the "two old airlines by providing ' them with 

additional ..services oh" cost .plus ,(3asis*.L,..ln- 1946'," the , 

goyerninent. gua-rgaa|red'd 'a "fixed pere:eiitage...,.of their' capacity 
revenue- for use as government priority traffic. This help 
in .the'feria of a ssu.red traffic was further strengthened by 
guaranteeing' a' minimum remuneration for mail contract 



amounting to Rs.lO lakh per annum for iiir- India and Rs,! lakh 

'* ' 1?6 
per annum for Indian National i^irways. 

The excess capacity In the form of aircrafts, spares 

and personnel came in good stead at the time of the emergency 

situation which arose as a result of the partition of the 

country in 1947 which necessitated massive evaceration of - 

refugees, For a short period, this work compensated the 

loss caused by the disiuption of well-developed air-routes 

through partition. However, there was not adequate ojork for 

the eleven airlines licensed by the A^TLB and none of the 

short-run spurts could stop at .least two companies ^ Jupiter 

Airways and Ambica Airlines from being liquidated during 

• ■ 127 " ' 

1948-49, In or-der to eliminatvo the uncertainty consequent 
upon working on provisiorial licences, at the intervention of 

the Government, the ATL3 granted term licences for -a number of 

. , '1 oo ■ ■ ■ 

routes' with effect from July 1949,'^'”' 

Among other developments in connection with the growth 
of civil ^aviat ion were the rising costs of operations owing 
to increase in the price of aviation fuel and rising wage-bill. 
This was partially offset by the rebate allowed by thc- 
governmont on the petrol consumed by the airlines «;=•■ In order 
to increase pay-load for the air companies "All-up’b mail 
scheme was introduced in 1949, which carried all. mail by air 
without a surcharge,. The post-partition crises in the 
Bastern India leading to enhanced .demand for refugee migration 


also helped restorG the sagging stock of the air companies, 

though in the heat of the intense competition, many tinhealthy',- 
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practices were resorted to hy the airliners* 

Since low payload factor continued to plague, air 
services, many efforts were made to provide greater work otl 
account of carrying mail. A new scheme of carrying mail 
hetween the four main cities of India by might services it 
India was introduced in 1949, which carried the mall 
collected after the departure of day services. Ma.ny. air 
companies like Indian Overseas Airlines, Decaan Airways and 
Indian National Airways took part in the scheme without 

■■■ isi 

insisting on any guaranteed minimum payment, . However, 

in order -to continue this service, most of the scheduled 

airlines Demanded a guaranteed minimum payment,. At this 

stage there emerged a. nonAscheduled air operator, Himalayan 

Aviation, claimed to be having the backing of an influential 

Congress Minister, which, in addition to Kalinga Airways 

was ready to provide inlght airmail services without any 

13 ? 

guaranteed minimum pa3hnent. !]h0 ATIC report refers to a 
public controversy over the prospect of permitting Himalayan 
Aviation to provide this service in which the term-licensed 
scheduled airlines took a prominent, part. Since the 
provision of night landing facilities and fixation of fare at 
plus 12 percent were going to' divert some traffic from the 
existing airlines, already harassed by inadequate payload, 
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they opposed the entry of Himalaya, i^vlat ion. However y?' ” in 

view of its good record” and hotter offer, the MLB renewed ' 

' 134 

its licence npto January, 1951. However, so much was the 

opposition to the entry of Himalayan ^viatidn, that ” it was 

recognised hy the Government that- all was not well with the 

Air Transport Industry” and early in February 1950, they set 

up the Air Transport Inquiry Committee to probe the present 

state of the industry, difficulties and shortcemifigs ife 

the organisation and management for the industr 3 r as a whole 

and for individual companies and methods of operating it 

with maximum economy, its needs for state assistance, state 

' 135’ 

control and regulation and its re-organisation. 

Significantly, its terms of reference also Included an • 
examination of ”the desirability^ practicability and economic 
consequmces of' the operation of the said air services under 
State ownership and management, either directly or thrcMgh a 
body corporate, and the- cost of .acquisition of such 
owner ship, 

Alongwith the growth of scheduled air operators, xmder 
permit from the Director-General of Civil Aviation, there 
were a number of non-scheduled air operators, whose, number 
declined during . 1946 to 1949,’ ' As against . over 13 thousand 
hours of flying done by them. In 1950 .they flew (about eleven 
of them) less than 6 thousand hdufs, • 
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Coming to the external services sector, the Air^India 

formed a new company called Air ~ India International Ltd,, 

for providing a regular air link he tween India and the U.K. 

Its capital of Rs.2 crores was to he contributed, as seen 

earlier, hy the Government (49 percsait), Air-India and 

gmeral public. In March 1948, the company came into 

existence with 10 percent capital from Alr-India and with 

exclusive rights of operation on the Western sector and 

managerial, technical and commercial control with the Air- 
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India of the Tatas; - a joint sector concern of the 
■ ■ .. " . ■' ■ 
conception of Shri J,R,D, Tata in which the Government . 

agreed to make good the actual losses after providing for 

depreciation as disclosed in the final audited accounts for 

a period of five years. In fact, at the end of its first year 

of operation a total of Rs,19.79 lakhs was reimbursed by the 

Government, including over Rs,13 lakhs by way of depreciation 

provision. 

On the Eastern sector, Bharat Airways and Indian Overseas 
Airlines were licensed to operate Calcutta-To.kyo and Calcutta- 
Singapore -Australia routes "entirely at their oym risk and no 
question of financial assistance by Government was involved," 
While the Bharat Airways operated Cslcu.tta-Bangkok route, the 
other comt)any could not , overcome its financial problems to be 
able to operate The difference in. the treatment given by 
the Government to the companies on the Western and the East em 
. sectors is obvious. • 



t Thus ‘during the period 1946^1960, the total number of 

hours floTO increased from 29,5 thousand to 1,18 lakh, and the 

number of passengers from 1; 05 lakhs to about 4,83 lakh. 

While the total traffic carried increased from 63.91 lakh 

ton-mllos to nearly 3.40 crore ton-miles, the load factor 
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declined from 74,8 percent to 65il percmt* ' This shows the 

essential crisis of air transport which over-expanded during 

this period, leading to wasteful competition, misuse of scarce 

resources and unhealthy rivalry among the airlines. 

Given such a low load factor and over-equipment, it 

is not surprising that these air companies were in rather 

poor financial health, ATIC data, mostly for the year 1949-60 

hut in one case for 1948-49 and excluding Kalinga Mrlines 

(which did not furnish the necessary information), show that 
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one year losses exceeded Rs.llO lakhs, Ror the 9 scheduled 

operating companies with an aggregate paid-up capital of 
142 

Rs*630 lakhs,, this was an unheerable burden, parti cularl 3 »' 

in view of the fact that this figure of loss was arrived 

at without making adequate provisions for depro elation. 

This burden of loss was partly shared by the government to 

the tune of Rs,37,8 lakhs, in the form of rebate on the duty 

143 

on aviation fuel, -h order to appreciate such a state of 
affairs, it is essential to turn one’s attention, over and 
above the factors already discussed, to public regulation of 
civil aviation in India, 
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The nature of air transport services, particularly 
in the context of a country like India, necessitates a 
great deal of public intervention alniost at every stage. 

We have seen that the certification of the airwortliiness 
of aircraft, provision -of aerodromes and other ground 
facilities, licensing of import of aircraft, capital issue 
control and licensing of companies for various air routes, 
fixation .of freights and fares, provision of mail carriage 
contracts, training of personnel through subsidised flying 
clubs. State subsidies in .various forms were so many forms 
of State intervention ■expariencsd- by 'Indian air transport 
companies, ruri^.g ;the pos't-war period when air transport 
really began- tO: grow, licensing and State financial sup-port 
became the main public policies governing air services. 

As mentioned earlier, during the post-war period, 
the Governm-ant moved from, the position of licensing of 
airworthiness of aircraft to licensing of air routes 
without which no scheduled flights were permissible. 

Apart from other aspects, the Post-war schemes for the 
growth of air. transport included estimates of likely 
load' factor and the number of ■ airlines needed for carrying' 
out the taslti It was essential " to ' formulate such guidelines 
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and critorici for tha licansing agancy that the growth 
pattern of air transport oonforiaed; to tha lihaly pat trin 
visualised ill the pi axis foriiiui a ted hy Sir llwinis. Sine 9 
corporate bodies were likaly - to t ake up the task of providiap 
e.ir services, the ag'uacj.Qs controlling the growth and ■ 
ihinctioning of tha corporate sector, like capital 
control agency, wer a also to b 3 IriYOlved with the 1 agulaticn ■ 
of uQVv'ly coning up air companies . 

'This 'W3S to happen in an aiitrspreneurial snviroriiiiont 
expecting rosy prospects for the growth ox air servicssr 
''Operations during the War when v^ry heavy tr-ofi’ic loads 
v/ere carzled and subs tan -tial traffics was turned away far 

air 

transport wasi, a very profitable enturpris.., . ” Easy.nid 
low- priced availability of aircrafts and other equipment 
through War time disposals further attracted many potential 
investors to 'ahis field. ■ 

The task of the iiOLB was not only on-v-; of evolving 
guidelines, ixi consul tati on with or at the behest of, 
the governiKintj, for licensing^ they also had to face 
the ticklish que^;l 4 ^ if bad 0 no more ■ 

than four carriers, ,as suggested by Sir-_!^?mina 3 , '' ' * 

they would becoi®. a party to in trQd^'fc|-o®i bf monopolistic 


'rh 


want of accommodation had created an Imurc-ssiori [-.na 

• • '■ .m 
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structure in the provision of a vital ssrvioo. In fact, 
four companies wore already operating at the time the 
A2LB began its work. Since, in effect, these companies 
needed carry- on- business licences ;and 'tonder the terms of 
the Rules, those companies more or less automatically 
got licences for those services", the AIL B had to face 
the task of regulatirig entry and allocation of' routes 
to as many as 21 companies already authorised to raise 
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Hs,42 croras of capital by capital issue control authorities. 

Under the AILB rules, a company had to show posssssion of 

enough aircraft, equipment and personnel to qualify for the 

grant of a licence. Thus, prior to licensing air compranies 

with personnel and equipnent came into existence and vied 

with each other for obtaining licences for various routes, 

Evan the actual equity issue authorised to these companias 

at Rs*9.7 croras was "very much more than what \vas needed to 

undertake the estimated air transportation viovk. in the 
4 MS / 
countiy". 

This method of licensing does not b^ar comparison 
with industrial licensing as came to obtain in the countiy. 
In air transport, co^anies were alloi-zed to come into 
existence,; and equip, themstlves and then had to face the 
hurdle of obtaining a licence* In industrial licensing, 
formation of a company, and setting up of production, 



facilities- vjare subjscG to availability of appropriate 
licence. Thus air transport licerising could not control 


r -MS Qurc 0 al 1 oc- a ;g ion j 


, ’manna r in which it was coilceivad 


of it could not onerationaliss the task of matchin,? 




setting up of air transport facilities with the national 
needs of sir transport. Thus within two years of its: 
operations, ATLE licensed eleven compardos to operate on 
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samo or practically the same routes as those opera ted by tbs 

existing aii'lines, with now ersas covered only in Inn, gal 
' ’ITS 
and Assam, 

Thus, there, came about excessive co^ipetition and too 
many operators for a relatively sm.all volume of traffic. 
Through the introduction of the NighbMall Scheme and 
granting it to a new, hitherto non-schedulod operatorj 
via.; Himalayan Aviation, steps which were by theinselv..::s 
Justified and imexpeceptionable in so far as the foi-mer 


g. 


ensrated additional traffic and fast movement of mr.il 


and the latter allotted tho job to tl'ie company which offered 
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tliG best of the terms, there cama about a further woakening 
of tils load factor available to the scheduled operat-ors, 
Thors was some controversy about the pros and cons of 
licensing of Himalayan Airways, particularly, in view of tho 
resontmant that it caused to the existing scheduled 
operators who .were not iSbing .well in terns of financial 


i*8su3ts. As the ATI C put it, ’’the result of It was that 

15 1 

it added, one niore operator to an already ovc. re roofed fj.€?ld j 

leading to reduction of ro'^enuas available to these eompanies. 

An appropriate licensing policy should have Dean 

based on a sciontific assessment of the traffic potoMtialj 

which the Board did not in fact have. On the other h^dj 

the applicants for licences "claimed that there was still 
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adequate unexploited traffic potential", leaving scope 

for fresh entry. It often happesns that demand follows 

supply and hence there could be some justification ,ln 

licensing new entrants eveas without bringing into play 

the dangers of monopolitic or oligopolistic tendenci os. 

According to ATIC? the risks arising from monopoly could 

have been dealt with by freight and fare control and 
153 

frtqu<3aici^s. This is a narrow -view of the ill effect 
flowing from monopolios- with respect to the users of air 
services alone. Them are other ill-effects in areas 
of distribution of income, wealth and power and prospects 
for future growth of the industry concernod which monopolies 
may give rise to. Licensing of fresh icntry did increase 
the numbor of operators, but as we shall sao, was not very 
affective as an anti-aipnopoly. step. In so far as the Board 
did give pe -mis si on" to discontinue the sarvice to tho 


coinpanias j, it c&nnct easily be faulted. 

The method, adopted by AILS in givLig licences is 

said to have lud to OTervSquipmont and. their un derii tills a- 
154 

tion. She insistance by iilLB on produeixig cvldariGG that the 
applicant conpaiiias had rc'piiisite aircraft and equipment 
brought about advance commitrnait of resouioes by the companie 
The fact thar, thus c companies inf ac o eq'uipped thamselvtxs 
prior to the setting up of' Ail, 3 do .ns absolve the 

responsibility of bringing about such oy®r equipment 

(113 aircraft against the need for 70, leading to avorago 

at 

utilisati on/tinder 1,000 hours), HoiAxaver, It does not ’alter 

the fact that easy and cheap availability from Disposal 

and the urg:o to stron.gthen one's case for the. grant of 

156 

liooncG in "the spirit of intense rivalry” on the part 


of prospective airlines lad to possession of more; equipment 

than was n as dad by the air companies. 

furthermore, as pointed out by ATLB, since grant of' 

licconce and commsneem^ant of service wera intsndad to b o 

■ ■d57o::v:''::;:bb 

almost simultaneous, though, there is no reason wh.y such 
a simultaneity should have been envisaged, the AIL3 h..'d to 
ioisist on svilGnce of possession of proper Qquipi)*.int, It 
may be suggested that the licensing authorities could have 
alternatively insisted upon financial, managerial and 
technical comoctenca for the issue of a letter of intent. 


••50i» 


This could have been 
itself a hand in the 


follov/od by the A‘ILB to obtain for 
Choi c 0 of the spec if ic typo and number 


of aircrafts, because this' would have l-od to bettor 
resource ^allocation and utilisation, ' 

In this way, a number of airlinGS came into boing and 
started coiapeting for limited traffic . Tho result was 


.'.piling up of huge losses which could Bot be wiped out even 
by a liberal, grant of public subs! dies . As the Table 
below shows, the total losses during the last foxn? years 
(1949-3362) of private sector^ s operation of internal air 
transport amounted to about Ih.2.89 creres, of which 1(3*1.73 
crores were covarod by public subsidies.. 


The grant of llcances and I’outQ mileage was such that 
various companies acquired highly uneven benefits and rolos. 
As aUG' pointed out, "one operator, viz.,- Air India, does 
the largest amount of flying and earned by far tho largest 
amoimt of revenue." Basldas being the oldest operator, 
it got additional frequencies on its existing routes and 
SOM of the most remunerative routes were also in’ tho hands 
of Air- India. Its. relative position, as on 1st July 1950, 
yls-ar-vis all the term lictncQ holders can be seen from tho 



TABLE 


- A 

r iO 
I 



O 


j — if 


rQ| 


CD 

4J> ' 

ci5 

W 

o 

Sh CO 
tvO to 

^ 9 




o CO 
(D CQ 
rj35 ^ , O 

m Jd H ‘tj r~l 
g o Ci) Q 

O 1> TS CD 

'\^xis:l ,co 'TJ Jd 
1H C.0 -CJ rJ 


CO H C^ j 

to o ,q rO ^ 
o ^ *H id ‘H 
h:? T-t CO to, 


O 

o 

o 

<rw 

‘ ^ 

• Cq 




8 

O 

orv 

C^- 


o 

o 

o 

.i 


o 
o 
o . 

Hf 

# I0N 

8 

O 

os 

CO 

OS 

8 

O, 

os 

• U3 
SO 

ffs 

o 
o 


O ■■ 

o.. ' 

O-., 

«s 

CO/ 

CD 

OS' 

#co 

in* 

CD:'" 


Q 

I 


O 

o 

o 




o 

tD 

OS 

cci • 
ID 


o 

o 

o 


CO 


o 

o 

O 

os 

CO 

o 

OS 


o 

o 

o 

OS 

uo 

cs 


O' 

o 

o 

OS 

H 

to 


8 a 

o o 


CD 

O 

os 

iH 

to 


CO 


o 

o. 

o 

OS 

8 

i^S 

oo 

CQ 


..o 

-■O-' 

o 

OS 

o 

to 

. .OS 

ca 

cj:j 

iS^ 


o 

to 


8 

', O " 


CO 


H 

to 

3 


o 

o 

o 

«s 

o 

o 

»%• 

iP 

o 


o 

o 

o 

CQ 

OH 

•S 

f> 

CCi 


O 

o 

o 

' OS 

o 


o 

o 


o 

o 

' <r% 
10 
CO 


o 


CO 00 00 


o 

o 

o 

' " .OS 

OQ 

to 

i> 


rx) 

CO 


& 


!o 


CQ 

to 


P 

L ^ 

m 






p 

P 


m 




5^ 

O I 
o 

o J 

oT 

os (Q 

pH 

O'. I 


i 


Is I 


OS , 


f> ' p ' 

^ m I 




-]•=> 




-5S« 


followings-. 


Flying Hours ; 


Route ilileags 


3, Gopacity ton- Mies operated 

4, Total Tr-.an sport in ton-mil as 

5, Revenue (Res) • ' 


37.69 percent 
30.56 percent 


40,22 percent 


44.69 percent 
42.56 percent 


(Sources AUG Report . Table 24 P.107) 

Thusj licensin.g of nev; air companies could not 
compromise the dominance of one- ’-company in the structure 
of air services. Since Rule 147 of the Indian Aircraft 
Rules anti tied emsting conpanies, to obtain provisional 
carry- on- business licences, the a-OIB could nof apply any 
corrective in the form of an even sharing of routes 
leadiag to continuation of a historical patt&rh. 

Thus, concurring with the ATIC Report, the 43rd 
Estimates Committee Report of the First Lok Sabha, 
pointed out that ’’the working of the rules of licencH 
of scheduled air- transport series; had not brought about 
the result that was ■intended to be achieved when they 
were framed. There -was in ten .se competition to obtain 
route-licences and,, there i^are. too,. many operators in the 
field to exploit , -the- llmitM traffic potaxitials. The 
result was uneconomical' working and wasteful competition.'”' 



How far was this aii ^entrepreneurial failure in the ■ 

sansa that they could not. orrive at prudent judgements about 

the likely volume of business and ovars tretchsd themselves 

and how far v/as this the failure of licensing policy as 
2.on the basis of the facts' available to us 

discussed about cannot/be determined preciselyi Apparently, 

both the factors operated in conjunction to lead to financial 

losses, undar utilisation and the emergence of the need to 

lean on public subsidios in order to remain in the field* 

Under these circumstances, the problems facing 

air transport re examin ad by the Air Transport Biquiry 

Gommittea (ATIG) headed by Justice G.S . Raj adliyaksha. 

The Report of the ATIG dealt with the issues we have 

discussed in the -foregoing. It came out with a scheme of 

reorganisatlonal for overcoming the problems which have 

told adversely on the finctionlng of air services in hidia* 

Sines ths air companies had been issued term licences upto 
not 

1959, it ^eys/^ound possible by the Committee to suggest 

slimination of sane operators or redistribution of routes 

on an equitcble basis, particularly in view of a standing 

rule entitling renewal of term licences in favour of ejdstiug 
252 

operators. The 10 year term licences for the six operators 
could not be revoked as there was no case of financial 
insolvency. Hence the Committee accepted the position 
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that there lailopa rate six op ox* at ors, unless some of 
tham.daci'de in ' favour of a voluntary merger, leading, to m 

; 163 

“ideal p£ttarn"-’eith f our operators only. The Committse 

want on to' suggest some possibls margers to reduce the number 

of operators to five. Even then it found the going to b e 

urj economic al for the operators. Since no new routes were 

available to enable even five operators to b 9 able to pu.t 

thoinselves on a sound footing, the Commit teo suggested that 

three provisional licence holders operating scheduled flights 

should, be eliminated. These three companies wares Indian 

Overseas Alr-linas (which had “perhaps the largest fleet 
165 ■ . ■ 

of aircraft” 5 Himalayan Aviation (which offered the bsst 

terms, for operating the Nigh Mail Scheme and “started the 

service within 15 days of the grant; of a licence to it end 

justified its sol'ection by the punctuality, safety and 

d :hM6: 

operational efficiency of its services though in the 

'167 

first year it could not prevent a small financial loss) 

and Kalinga Airlines, (which did not much cooperate with the 

Committee, but suemed to be doing well with respect to both 

ms . 

sch-aduled and nbnscheduled operations). Elimination of 
the provisional" licence- holders appeared to be the only means 
available for providing some additional route-mlloags to the 
term licanco- holders. Sinc.a new licences were granted. 
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dsspite express statement by the GovernnEnt in Parliament 

to the contrary 5 th^ Gommittco recommended doing away with 

the provisional licences and suggested a scheme of 

reorganisation - redistribution of routes to the term 
j£9 

lie once- holders. 

The scheme of redistribution suggested kept the 

predominant position of Air India intact. This w as 

suggested even though it was noted that "its costs of 

170 

operations arc high, the highest in India” and given. 

its highest utilisation per aircraft, its was surprising 

for the Committoa ”that it should exhibit such a heavy 
. 171 ' 

loss for' 1919”. Many- of the other companies in whose 

favour a redistribution of routes- was recommended v;ere also 

172 

not faring well. The scheme of redistribution of routes 

in order to implemant to the maximum possible extent the 

173 : 

principle of one- route-one operator, was supplemented by 
recommendation on fixation of fares, freights and raail rates 
as 12|* p-ercent above r eason able freight rates. 

The schema of reorganisation was supplemented by 
recommendations on a fare structure v/hich should, given 
estimated traffic, provide to the operators a 10 percent 
profit on thair fixed assets and should be such as not to 
deter the travelling public from using air servieds. In 
many cases the proposed fares fell xvlthln the ranges 
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reco,iEi6nded by the CommitteB. On the basis of thaso, 

astimatas of revenue wars sade . Than, the Committee also 

fixsa reasonable cost lavals and worked out the likely 

profit which the corapanios X, ore likely to 

i-inancial results of the operations ’ondsr the plan of ro» 
orgariisation proposed showed profits larger than 3 percent 
on fixed assets for all the companies. 

Eio GonnrLttQe recognised the need fbr financial 
assistance for air transport services by the Govemmunt 
in such « manner as to yield a margin of profit to the 
private entreprniours. Die Committoe maintained,' that ' 
xx-duotry does not make a small profit then thero is 
no purpose in havDig an industry, excei^t as ' a .public se'rvice 
vhich Government may as well rvm themselves. »^'^Showing 
rhe- importance of air transport for the country,” it was 
argued by the Committee that Hthese considerations have 
prevailed with the Government of most ■ count rlo.s and 
they have undertaken 'to bear a part or the whc-le of the 
loss, if any, sustakied by -oir transport companies, wherever 
Industry is in the hands of private enterprise, if 
thoy are statisfiad, that ma^ companies has 

nationalised, the Publl.Q.. ExchaqUer naturally bears the vholo' 
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On tills basis and, in particular, approYlngly quoting 

the position taken by th.- U.o.Frcsidcnt Truman's Air Policy 

Gomiilssion Report (’ 'Survival in the Air i-kgo ” 1918), 

it maintained that goy>..rnmQnt financial aid to oomnerei^ 

airlines was fully justifiod on grounds of "national, security 

■ 179 

and economic wolf 'are, " VJith such aid, it was further 

argu.'d that air transport can in course of tlmo become 

self-supporting. 0?ho Coranilttco r'..fcrrGd to the conclusions 

arrived at b,y the first meeting of the Policy Gorrm-iitteo on 

Posts and Aviation which endorsed the noc-d for the govorniaont 

^ ' 180 

to make up the lose os of the privat'c aviation companies. 

The assistance could bo given in various forms like fuel 

tax Tv, bate, heavier mail charges and in order to prevent 

iBl 

misusAO of subsidy can be. based on standard cost norms. 

It maintainGd that non-schcdulod operators do not Quality for 

182 

go vernmen t financial, assistance. lu also suggest od adniini- 

strative set up - to raeet the needs of regulating .sir seD^^/icus 

: 133: 

following the implement a ticn of the reorganisation Plai,i. 

AS far as the external air servlcos go, it was 
seen that a joint sector company, Air India International 
Ltd., had the monopoly of the W3 stern routes. The Gow.Tnment 
made good its losses In -.the -first year to the extant of 
nearly laldis. Since similar treatment was not made 

available to Bharat Airways o.perations in the Eastern sector 



in t arms of raao^ipment of losses and finaseial support, tM 
CaaEltteo recoMaandsd oxtonslon of such support to this 
QQispany as wdil. ■ • ■ 

S'io scheno of reorganisation recojmiionded by tho 

AUC cans cffcctivol-y-as a substituta for nationalisations 

185 

soiat; thing which the Coffiiaittoe diet not favour. It was 
uahitaincd that as a result of the operation of this schomo, 
on the one hand, the revunuos of the oir cor;iparn.es will go 
up, and, on the other hand, they will got a time of about 
two years to roduce their costs of operations, to the levels 
considered reasonable by the Gommittea. During this period 
of adjustment extending for two years, i.o., up to October 

1952,' financial assistance to the coiripaniGs in the form of 

; ve; i: ; y 

rebate on patrol duty was racornm.endGd for continuation, 

liccording to the comniittoa ’'s calculations tha re-beta vnuld amount 

187 seon 

to Bs.45* lakhs in 1951 and Bs.30 lakhs in 1952. AsZ.in the 
Table aarlicr, tho actu.al subsidy for these two years 
amounted to Bs,5X.60 lakhs andRs.35 laldis respectively, 
a rovi'3-w of this policy of reorganisation at the ond of two 
years was also suggested. The aTLB was, under this schema 
to be made the agency for implomonting the reorganisation 
plan in its various aspects,' including assossmont of tho 
performance of oach., company ..iind.er the interim financial 
assistance plan moantr ovorcoma thoir 
fia^cial diff icul'tip^ ' an, incentive to roduco- 
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1,88 

costs, . 

The expcric-ncQ of public control and regulation of air 
isport sorvicGc posGcl some difficult choices 




before the public authorities. The demand fee: air services 
uas ratiicr limitod. It was unable to provide a sufficient 
basis . for viable coniriGrcial operations, ' particularly if 
unhindc-red entry vias to he granted to all those enterprises 
which saw a profitable aoiuncrcial opportu.nity in it at least 
in the long-run end honco the need to enter the field right 
away before others built up for themselves advantages of 
early start. Even public daman ci like that for mail seiuleos 
or for people travelling on public ’ errands wore not sizeable 
enough to suppl.nent cornmcrcial demand. It implied that 
if air transport has to be allowed and holpcd to develop 
in the country, th.,; State has to provide, many direct physical 
facilities, financial support, clientele and, a regulatory 





frauQv^ork. Thu r.^gulatory intervention posed some specific 
choices: how many units, on which routes, with what iind of 
i;drcrafts and level of tariff, L limitod number of air 
companies may ensure lower costs but owing to monopolistic 
dangers, may not allow the benefits of lower costs to 
percolate to the travelling public. If private air companias 
wore to b c liconsod, should it happen on the basis, of proven 


capcbility or on ths basis of niere financial and tec ’mi cal 
coiiipatance but x4thout commitpiant of resources prior to 
obtaining the dscision to licence. .Wheii/it c ams to air mail 
services, granting the need for speeding up the carriage 
of aailj uhat ucre the methods of air freighting mail and 
uhat wore their cost differentials and other implications? 
Mhat to was the size of the subsidy and in What form had 
it to be given I like directly, in the form of tax concessions 
liios petrol rebate, or assured booking of seats for official 
purjposes, subsidised rates fo^ ^3^1 carriage, etc,? Many 
other choices also presenttsd themselves, as the foregoing 
discussion had shown. 

The review of the actual course, of controls and 


regulations showed the IdLnds.of choices- which' were made* 
However, from the above, it is by no means- clear as to what 
kind of considerations mattered and what results did they 
produce. In so far as the number of operators could not be 
restricted to four - the number con^dcrod "ideal” by 
Sir 'Tymms - the licensing authorities did not play a 
restrictive role. Wo have, already seen how faros wero 
gencraLly not fixed at a very .high level in order to attract 
passt'iigors. In any .case,-/ the geno.ral socio-economic 
conditions limited the martot .for air travel. Thus a large 
number of sirlinos .ffid.liml ted load factor came to mean 
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absenca of financial viability which could, not he tolerated 
without public subsidy. ■ llh.at affect fewer companios would 
hove had on this- score is largely a matter of conjecture, 
iDacausG despite high utilisation rates, some compariic.s 
made losses, wliilo at least one company managed to 630 810 
getting into rad even in this situation. The extent 
of over-eciuipmwiit spurred by easy and cheap availability 
after thv; War, through military disposal, also contributed 
to their poor showing. In fact, even over-manning was 
wltncssod. In tny case, there was lack of co-ordination 
betwoen capital issue control and the aILB, which lad to 
the entry of many companios, ' 

Given the luxury character of air sarvices, there 
was a certain attraction which air' services business held 
out to prospOctivG on trepr»sn curs, many of whom v/oro already 
wol]-- Gstablishod in many dlfforent branches of industry. 

The atmosphere of intense rivalry seen in the area of air . 
services may ’wall have durivod froii tho^ industrial groups 
competitive behaviour. This would surdy be ruf].actGfd m 
political d ocisions . As. the controversy over Ki gat Air Mail 
Scheme contract 'to Himalaygn Aviation tends to suggest, 
many powerful groups could havo been actively influencing 
■these decisions, Bel at ively stronger position of Air- India 





■the support givQii to it in floating iritarnatioxoal sorvicQS 

in tliG Wostoirn suctor on a monopoly basis and with t ha help 

of govornmpnt finsneos, non-availability of siiviilar treatment 

to Bhsrat A:lin-ia3^s etc. ^ are probable indicators of the intense 

political, struggles connected with regulation, control arid 

and possibilities 

dcvclopmc:nt of civil air transport. Those facts^ also point 
to the largo areas of discretionary decision-raaiting oponod 
up by a system of controls and regulations. The lind of 
forcos wMch actually shaped the course of decision-iiiallng 
in these Blatters cannot bo analysed at tha present juncture 
as the events arc too close in tiBB and, the reiovant 
documents arc shrouded in official SQGrecy, 

It will be difficult to obtain an. explicit statement 
of the considerations which guided th^d decisions about the 
specifics of various controls and regulations, Hov/aver, 
certain inferences can be dravjn from tho actual, choices 
made by the policy makers. It can be said that the major 
d.Gcisions were us follows; 



Provision., of various facilities and support to 
develop civil'- aviation by indigenous resources 
.Lioonsing of. aircra.ft; ... 
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c) Licfinsing oi' operators and, by and large, licensing 
of all those who wore ‘ either already operating or 
were able to dGinonstretc. capacity to ■undertali' tlio 
services, 

d) Control over fares mcl freights 5 

o) Support by giving aiail contracts at cost-plus rates to 
the air services operators. 

f) PxiianciaL support in various xi/ays like equity 
participation, underwriting of losses, potrol tax 
rebates , subsidise. cl mail ahargos, etc, 

g) A proposed scheme of cither voluntary mergers or a 
re-organisation of routes by eliminating provisional 
lie cnee- holders 5 non-schedulod operators cuid support 

to it by an interim financial assistance schamc, with a: 
ccmiig on distributed dividends at 3.5 pcrcait. This 

scheme was to bo reviewed aftci* tx^o years, 

P Apart from serving the objective to develop civil ' 
aviation in India, thaso maasuros wanted to resolve the 
difficulties faced by private operators in attaining 
viabHity, The absence of adequate industrial, technological, 
social and skills base, combined with on tropron curia], 
impatience and rivalry had put up many huidlos i-iimical to 
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thu growth of civil aviation* It scared diffictilt that 

privatQ coEtCTprisc could ov-jrcoma these- difficulties without 

public support. But public support Involvod thu uso of 

scarce social reso’urcas for- sustainii'ig air transport in the 

private sector without much guarantoo of sustained devolopmentj 

mocurnisationj and viability of private companios. 

In otocr wordSj invostniGnt in civil aviation has 

to b e seen mainly as a social investment -sssential for 

'i89 ■ ■ 

continued raproductioai The pre-independGneo dGcision 
to leave this field for Indian capital and the post- 
independone j decision, in terms of the Industrial Policy 
Statement of 1948, to leave civil aviation for private 
enterprise created an anomaly. Air travel and air 
iroighting did not possess the . attributes of a comrsreial 
sert'ica wl'iich could be paid for by the users in such a 
maaicr as to sustain the capital invested and generate 
surpluses for its continuation. It was mainly in tho nature 
of a social investment for meeting the needs of the 
corporate sector and public administration (productive 
consumption) and partly luxug^consumption by the super- 
rich (capitalist consumption). The aTIG and others 
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come into axis tone 0 independant of civil aviation. Generally 
civil aviation producas stron g. linkages with air dufaico in 
th-:. ar..;S. of production of and HID with respect to aircraft 
and during emergencies. In so far as India remains mainly 
an import or of aircraft, the defvjnco angle of civil aviation 
retains not- so- great a significance. 

The soci:fL overhsad charasstor of civil aviation 

comes out an another co’unt. It has ba<3n suggested that 

production organised by private ontorprise in order mainly 

to ir>.;at the supoly contracts from the state may well be 

' ' ■ 191 

treated as a special category of the State sector,. 

Given the critical role of mai3. carriage contracts and 

that of govvrnmant functionaries araong air passongers, 

civil aviation may well qualify for this special category 

of the State sector. ' 

In view of such an inherait char actor of air 
services, there is llttlo wonder that there was systematic 
and extensive public intervention in this area. Ine 
private sector could probably have, on the basis of such 
support and rog'-ilation, acquired viability in civil avnation 
if either its .social service/ovorhaad character were before 
long replaced by a normal commercial character and/or 
the State were prepared to provide financial and other 
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support (G.g. for 'expansion and iDodernlsation which was 
bqcoiaing .incrviasingly costly) xathout much regard for the 
socio-political consoq'ucnccs of such a pdlicy. In that case, 
whatovGr, surpluses air services may succoed in generating 
in future would largely remain under the control of a few 
business houses, while a not inconsiderable part of surpluses 
available to tho State would have to be devoted for 
supportirig the growth of air services. 

Given the compulsion facing the Government of India 
in the early fifties, it was quite unlilnly that an indirect 
rolo in civil aviation could have boon acceptod. This was 
not, on accoun.t of shortage of invostiblc resotircos availablG 
to the. State I because nationalisation would not reduce the 
n.ced for such resources. As -tha ATIG Report pointed out, 

"If the Industry remains in the hands of private enterprise, 
the assistance, if any, will take the form of a subsidy; 
and if,, the Indiistry is nationalised, the Public Exchequer 
will bear the loss. ” . '• . 

The point seemed to be that the subsidy to the 
private operators-will have to provide a margin of profit; 
otherwise" there is -little -Incentive for the private 
operators to ^ehtai*- -fee ■^p'icturei Thus the subsidy woit,d 
bring about a transfer 'of resources from public to private 





sector which T^jas not raising all the required capital. AS 

the asnsB'ipls o:i nir India Intematioiialj the rs-oraganisation pi 

of the ITIC ajict as the plans for furlher exp^tcsldn euid 

inoaernissti on of fleet ths invastibla fesourcas 

£ the public aganciss Sven then sin extensive system of 

too uoulc!. have to come froai^iporitrols, regulations ancl 

subsidia-s would be needed in order to peralt civil -aviation 

to rersci in a preserve of private enterprise, 

■ This yould have brought in sorny additional problem. 

It wouj.d be very difficult to adopt .0110 apply tot firLy non- 

di3crirxlni.,tory acproach to various private air eompanies, 

•il.i'aady, the rucn- par. alielism between Air India International 

iitd, and ixiuraG i-.irways hsci atiiracted attQi 4 tlo.n.« unciar tliesa 

circumstances the option of State- supported, aided and 

rogiiLated private civil rviatioa would have brought about 

too close .-.uid o.;on an id-vvtification bcj’^ween priv.t-,:'. 

monopolies end the Styte. The post- indepondenc - Cirigrean 

Party with its progrevsslv-e image- based on certain uarlior 

ravolutions and commitments, making its debut ©n the pictli 

of plai-'aing for devalopniynt end \dth the imown pradilec tions 

of its' top Icadc r---a':iip was unlikely to have scone ii'i for 

■; :n ■ Pv : : : u c^'h; 

CpthiS ;Cop tibn,t-:c. ^ ■ j/h '::- C : 


Shortly after the nation aiis a tiofi the Re serve Bank 


of 


I'iia, by chosing air services as- a fit case foi 


r 'Ga-ic-over, 


o 

-* o 


it raay be said that two birds ware, hi-t with a sinfeile 


stone, 


Givaii ths history of nationalisation of sir services 


IP, 


o 


in countries like Engl-and by the Gonsarvativs Party 
and in many othar market ecoriomias, the business and industry 
circl as within India and abroad ware not likely to mis- 
understand it as an uinacc ei3table radical adventure. In fact, 
the aTIC was not too forthright in its recommendotion 
against- nationalisation^ in fact, it could be considered 
some what ambivalent. Earlier, some Important business 
leaders in India, while predictably expressed thoias elves 

against nationalisation, did not force close this door with 

197 

too much of a bang. On the other hand, take-over of this 
sector woi4Id not let the stigma cf open idantif Ic ation with 


mcnopo.lies stick to the regime, a stigma it could have 
cttracted by providing equity support, loans for buying 
aircraft, subsidies to make up losses and other physical 
facilities to private airlines, with its image of being a 
auper-elitist service. Then, the controls which necassarlly 
go with such extensive public support, xvould not have been 
very much conducive to the functioning of the airlines as 
private compan-fes^ , „ , 

It -was crguaddby the governmnt that nationalisation 
of air services did, not become essential on account of 


operation sal failures and inadequate growth of privato 

airlines. The Minister of Gomnnmi cations told, the Parliament 

that, "though operationally the airlines were doing a good 

job of v/ork, the Gornmiment of India saw that all was .not 

11)8 

viell from the financial point of view," It was further 
raaintaiiiad that "During the tv/o years and more since the 
.aTIC reported, tha financial position of the eonipanies had 


not improved,. On the other hand, ...... the position of tte 

industry as a whole h£\s worsaned.- One of the ch.i©f reckons 
is the rising cost of petrol. Over a large sector of the 


industry, costs still remain high. , It ,is clear that, if 
the coiapanias ai'-a to continue to exist, . financial assistance 
from the C-overnmont will have not only.^ to,, continue but have 
to be increased. Othsrvriss, soaier or later, raany of the 


companies would be forcejd to wind up There is then 

the question of future development also...... the state has 


to find the raoney ruquifed for replacement of aircrafts 
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,.nd also for future development of the industry. " 

Thus the financial, crisis of ■the: "industry" and . 
its deponasne 6..o.n the Government finances for repl.acoment 
and future equipment, in brief for siorvival, were considered 
the main reasons necessitating piiblic ownorsi'iip. The. 
operational perfo'rmancQ was not found wanting in .any 








sss-ioui though chi high Qostn mfB SiUiiag eaixiety, 

II prcoants a synoptic viovi of tho problems md 
perforiu£inc;- of air eompaaies in terms of some important 
pc:.):amQt ;r3 reflecting managerialj financial and overall 
economic situation facing the companies on the basis of 
the iiTIC Report. It is clear that in terius of over 
capitalisation, eucass capacity, sxc'sss staff, '’.xcassive 
competition for lindtsd traffic, low freight rates and 
passenger fares, extensive route coverage and losses, 
all the comparn.es presented on unodifying picture. This 
was the situation dea^^te 'the growth in the volume, of 
'businass hrhcllsd by the air companies. This can be .soon 


from the Ta'blG III given belows 

: : ■ i ' G rotth :'of ;Mr ' : 

‘ Fer^in''(r'*’incraasa Psircent increase i 
In 1952 over 1916 1962' over 1949 - 


li, ^ 

Pass engers c arried ; 

, ; 447 .^ 

: 137.97 

ii, 

Freight carrisd 

8422.22 ' 

1273.95 

iiii': 

Mail carried 

767.32 

497.64 


Sources HationaliSEtion 

of Indian' 

Airlin as. 


iXi at ed ef rom; 
:he W: vijclhi:, 

Table bn p ag e I2^i lu , 


illpw dv' e i; tv:;ious;bebf 

.at the growth in 


absolute terms has to, be seen against the capacities 
set-up. A comparison, of tha capacity ton-miles offered 


■>7i. 


wi t h th C-: ac tu al 2’ e v mu «- 
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thy folloving plcturys 


yielding ton-milos caiT-ied 



Ye 


ar 


Rg V 6 nue Ton- m il as c a rr i o d 
as percent of capacity 
ton- miles 


1947 
194 8 

1949 

1950 

1951 

1952 

1953 


7^.87 

77.39 

73.31 

63.63 

71.94 

71.80 

71.27 

71.25 


jiircas Calculated from the same source as in 
Table II abovo. 


Thus 

satis 

costs 


one finds that utilisation of capacity vjhj.ch -was never 
factory, declined, over this period, leading to high 
and losses. 

The di sere pail cy be twoGn financial and opereational 


pcrforinancc was blamed on the structure of air services 
soctor charaoterisod by more companies than warrantted by 
the. market for air services. Thus it was considered 
essential to roducs the number of .aJ.r companies in oidor .to 
Gliminatc wasteful and unnocossary competition loading to 
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■.lautilised aapacity and high costSj and in order to obtain 
flconotTiias of sc ala and provide for planned growth according 
to national 0 38 dso In view of the importance of civil 
nviation for uhe, scononiy and administration, and the threat 
to the existence of the air companias owing to thslr 
financial problems, an appropriate re-organisation of 
..Ir services was considered essantial. 

ti order to cieal xvlth this situation, the ITIC 
had recODirii.endad a schene of reorganisation along with 
a proposal to provide interiffi financial assistincs. 


This wa nave discussed- voluntary mo.rgars in order 

to r educs the. nuipfoar Of airlines were mooted. I'ut as the 

Minister of Communications informed tha Parliannn t, ''There 

v/as little respense (to the proposal for voluntary mergers). 

It was clear that initiative In this field should bo taken 

by Government. It is clear that if soma airliii us are to 

disappear, it is going to be an extremely difficult matter 

'-V: i v: ;20ir;- 

to decide which should go and which shouM continue," 

Thus, the. practical administrativa difficulties 

Wcia stated to be the reasons preventing the Govcrnirnnt 

from resorting , to - weeding out extra air companios or their 

compulsoiy merger. ■' One does not feiow if it was politically 
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al sc difficult to go in for tl'iis policy. However, an 

udditional factor in the form of the need "to find tha 

money required for replaceinent of aircrafts and also for 

202 

future development of the industry” Eiade the governitient 

move away' from the position which it took in the Industrial 

Policy Statement of 194'8, riz., to permit air services 
' , 203 

to remain a preserve of private enterprise. 

SincG air services ware raalang losses which could 

well have rAsducvsd the incentive of the private owners to 

remain saddled with this br-^ch of economic activities, 

it was pointed out by some members of Parliament that . 

the take-over of the air services was in effect a billing 

out operation for the interests controlling with private 

airlines. As Shrl Bhupesh Gupta, a CPI member of Rajya 

Sabha, said 'while parti cipatiPn in tha debate over the Air. 

Corporation's Bill, 1963, "It is on;;, of the small industries 

ill our counting and whatever may be its fu.turs possibilities 

it was running at loss and if government is taking it over, 

wo are, quite aware that they are doing so actuated by 

the interests of th*.. capitalist class. In this case, 

this is a nationalisation which transfornws the m\ilti - 

M. 1 lilillilil- deb eb tyre gikd£‘rs 'abd oroforebce 

share holders of the alrlinos into bond holders... . ... If 


you xationaiisG 


5 in -this -naniiar, you are not roa3.. 


’Gating 


a situation where you havG the conEiand of the aeonomy in ' 

20i 

our country and curtail the power of monopolists.” 

It follows from tho foregoing that the decision 

to go in for the nationalisation of air transport was 

grounded in tho circuras tancos facjjsg civil aviation oGid no 

macro, general policy cbiectivos were invoked to arg’.ie a 

case for take- ov'j.r of air sorvicss.- The general policy 

framawork and orientstion of tho governmcxnt Goncerning 

n ationalisation i/as in a state of fluX upto the time of 

vhe Industrial Policy Rasoluticn of 1956. However, there 

was a fair .dogroc of agrocmont on the need for t-nke-over 

of air transport, ciscopting industrialists ana one state 
205 

govcrnin-uit, 

take-over the ‘airlines had been 
under voriou.fi stages of discussion for quite some time, st 
least since 2946. The &TIC discussed the issue at length 
and despite its express rccomaundation against ta.k.::-over<. 
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went on to specify t hr modalities of tate-ovoir and subsequent 
organisational form. The modality of taka- over ’ Cccmpulsory 
acquisition of the und-sriald-ngS' ,of airlines), the determina- 


tion ^pf compensation' ai;i,d_ mode of its payment and tho subsoquei- 
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orgEfiisation forni of the yirlinQs (tyo aiitciiomaas 
Corporations wi th rioxi-- Oificial, axperiencad. prlvatQ 
entroprenturs ' roprosontation on the Board) were significant 
ciuestionsj which, as soon earlier, contributeci to the 
do termination of the cont. nt of nationalisation. Tims with 
the passir:g of the Air Corporations Act, 1953, the process 
of sotting lip air services on O; regular, long-term viable 
basis reachoa a docisivu phase. It marked the beginnjjsg 
Cl direct state owticrship and control of the most modern 
ana yo'ungost mode of transport in India. 

S umming: Uf 

The foregoing ESUilysis of the decision to acquire 
the imdortakiags of air companic's was based on i) on 
ano].ysis of tlr- role and importance of e.ir transport 
in ehe Indicn economy”, :^i) a brief ace cant of the dcvolopment 
and, p::.’oblenis of air transport; ili) as also on an analysis 
of various pub-lic intorv-eritions and pollcic-s in this fitad. 

It was seen that even duping the colcnisl era, 
it was daciJijd by the gov. i’nmcnt to laave this field 
of activity ;for Indian capital, Indian privata enterprise 
and Indian skills, with the govemsient providing essential 
ground facilities end training facilities for t-,.obnical 
personnel through subsicisod flying clubs. 


Vs** 


Given the limited maikct and technological base 
for sustaiiiing commercially viable air sorvicos, the. 
decision of the colonial govoriiment sorvod two of it 5- 
ma.ior objectives! demand for the products of their 
aircraft industries and provision of essential air 
sorvicGS for mail c arri age, admini strati g©, commercial end 
dcfonco purposes. These ends could bo served by letting 
Indian , capital opGratt 3 air services. But this decision 
could not ensure the growth of air service 


on 


r 


which could simultaneously iiiGat thw noods of the economy 
and: ^ensure reasanablc returns on capital. In fact, heavy 
losses were incurred and sonio of the compsuiles had to be 
liquidated. Others were, despite operational c-janipotcncb, 
fin anc i ally wa als. 


This situation sooi.cd to have a;ri£.:n from the 
non- rocogni tion in the policy design of some cssentitiL 
features of air services. Air services arc essentially 
an economic infrastructure, mere particularly in view of 
weak industrial and tsschne logical baso and inadequate level 
::Ofic|tim'irbiBlenndliriy:ildd:d£ffi;an:d.:d;-;eTh::e 
character of air servicos .made 'th.:m a poor material for 
private, ontcrprisc. This, causocl a need for cont:!nu.;d 
public support and suQCGur to private, airlines in various 
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forins. Some spoclfic factors lilco War inducc-d chc:ap 
availability of aircraft and of state-subsidised trained 
manpower, dovG’lopracnt of ground facilities and navigational 
aids, the war time bonanaa axparienced by the air- companies 
alongv;ith somo more lasting factors like the desire on the 
part of some industrial houses to control a new, 
t GO hnol ogle ally sophisticated line of luxury private 
consumption c>nd essential public service with its long-term 
potential of attractive returns, sc-orned to be the factors which 
induced quite a few now firms to enter this field. The 
expectation that if things ,go wrong, State support woyld 
be available reduced the risk factor which could have 
acted as a barrier to now entry. In fact, equity paa^ticipa- 
tioii and under- writing of losses by the State tended to 
indicate, that the private enterpriso did not err iii expecting 
state intervention to sustain their investments in air 
servicGS, ’ e 

As a result two significant devolopraents took place, 

Ono, there came about a good deal of private investment 
in air services imdcr the auspices of many air companies. 
Second, Oil armoury of public rules, regulations, and controls 
•3ffi.-rged on the scene alongwith a considareble amoiont of 
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public outlays for sustairiiug oi r services « Though ths 
1948 ladustrial Policy Statement continued this perspective 
and tha Air Transport Inquiry Coraniittee made a valiant 
effort to enable private enterprise to survive in the 
field of air services 5 th^re anerged a nurcbar of teclrco- 
Qconomic and socio-political factors which preventad the 
continuance of the status quo. The argument that taka- 
over the private airlines, would- make the entire loss a 
public responsibility was misplaced. For one thing, it 
assumed that with talB-ovar, it would not be possible to 
reduce an.d/or eliminate losses, especially when, the losses 
arose partly from the fact that there were too luany separate 
companies. In any case, underwri tiiig of losses without 
direct control is an untenable proposition in the long-run. 

There was little indication that coicmercial,.. 
revenue, yielding demand for air services at coimaercially 
fixed freights and fares would increase to such an extent 
as to ensure good oarnings to all th-c eight operators on 
the internal as well as the external sectors. Increasing 
state regulation , alongwith provision of public funds 
for replacement, modernisation and growth posed difficult 
fiscal, administfativa .^d political choices. In order 
to ensure that the public funds provided to private airlines 
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hava a reasaaablo chanca of ensuring successful air services, 
it was essential that frssh firms should be prevented from 
entering tills field and the number of e id sting on os should 
be reduced by volimtary or compulsory mergers. Such a 
task of regulating in tra- capitalist rivalries became vary 
difficult in view of the necessity to provide public finds 
to those v;ho might be permitted to remain in the field. 

Any decision on these matters was likely to be politically 


challenged by the parties adversely affected. 

In view of the incapacity of the private companies 

to raise the necessary capital for future, growth, it became 

politically very difficult to follow what has come to be 

known as the Japaiiesa model or pattern of public enterprise, 

i.e. use of public resources for sustaining private entar- 
206 

prise. The character of the mling party and the political 
challenges inherent in India's multiparty Parliamentary 
democracy ruled out diis path. However, there was no 
compulsion to antagonise the private sector in the process 
of taidng over the airlines beyond . the mitiiiiTan degree 
inherent in the decision. 

This aspect was taken care of by deciding to 
take-over the undertalcLng of the airlines as going concerns. 
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( L PART OF THE REPORT OR THE ICSSR 
PROJECT "mTIONiiLISaTION IN I!IDIA»S 
HOH-AGRIGULTURiiL SECTOR SINCE 1947 
A STUDY IN POLICY OPTIDNS," ) 


KAIvILL NfiYAN 

INDIAN INSTITUTE OF PDBHC ADMIMSTRiiTION. 
I.P.SSTiiTE, RING ROM), M DELHI»11000R. 



N Jit i o n al i at i 0 n □ f__ 't h_e 
I mpGLjV^' Jt'anls'^ oj 'l j 

Take ov/ex of the Imperial Bank of India (IBI ) was one 
of the early acts of transfer of a running priwate bfl'sinsss 
to public ownership, managomont and control in post - 
independence India and controls In section I the: legal 
process and provisions of the take-over law are analysed 
along with the implications of key provisions of the law, 
includiny tine issue' of compensation. The size of the 
DLisinsss transferred to public ownership is also discussedi, 
Section II is devoted to a brief, account of the beginning 
and growth of Uhich may .enaole us to see its special 

relationship with the Stats and its evolution over time. 
Following from this-, in section III we go on to discuss _ 
the changing role of IBI in the Indian economy in general 


and Indian bianKing in particular. The functioning and 
performance of tha I6I are-di'seusaed with a.^vicu to examine 
the demand and rationale for its take-over; special attention 
in this connection is giv/cn to the question of agricultural 
and rural credit. On the oasi;s of such a, discu ssion , tee 

■'* '■ , i b ■ ■ 

' '4' ■ ' ' .m- - . ;w ' 


factors and forces influsncinq t'he decision to oct for a 

■ "''T’''* " . AV ■ ; :v:yi ' . tt. 

mixed ranking pattern are •.■inal.vssd'. The .aection is 
concluded by placing the mecniH^ and imparo of the dreation 


0 i b b 


q T 


I j.n the general economic , ’^pind poll tie'ei ‘context of 


Right from the time uhen the process of transfer of 
pouer began in the forties^ the demand for the 

State take-over of the Reserve Bank of India, there has 
persistently been a demand for the nationalisation of 
commercial banks in general and of the Imperial Bank of 

'I 

India in portiiglji ati Hoyeyer, it usa not until i^S5 

that the undertaking of the Imperial Bhnk of India (1^81 ) 

uas transferred to the neuly created State Bank of India 

(SBI ) with the exception Of the assets and liabilities of 

■ 2 

the Imperial Dank for its foreign branches* The transfer 

of the IBI to State ouhership uas brought about in terms 

nf Section 6 of the State Bank of India Act, 1 955 (Act 23 
3 

of 1955)* According to this section, all the equity of 

the IBI was transferred to the RBI and the undertaking of 

4 # 

^ I 

the IBI uas transferred to the SBI. 

The stated purpose of the take-over of the IBI and 
its constitution into the SBI uas "the extension of banking 
facilities on a large scale, more particularly in the rural 
and semi-urban areas and for diverse other public purposes,*’ 
The creation the SBI on the basis of the nationalisation 
of the IBI uas in pursuance of the recommendation of the 
committee of Oxrectioh of the -fell India Rural credit Survey, 
It recommended "the creation of one strong, integrated. 
State-sponsored, stete-partn'ered commercial banking institut 
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with an Gffectiue mcchinsry of branches spread over the ' 

whole country, which by further expansion (including further, 

but minor, amalgamation whers necessary), can be put in 

a position to take-over cash work from non-banking treasuries 

and sub-treasuriss, provide ,v astly extended remittance 

facilities for cooperative and other banks, thus stimulating 

the further establishment of such banks, and, generally,' in 

their loan operations, in so far as they havp- a bearing on 

rural credit, follow a policy which, while not deviating 

from the canons of sound business, will be in effective consonance 

with national policies as exoressed through the centr-al 

6 

government and the Reserve Bank,” It is clear that the 
main purpose for the take over of the IBI wcs the need to 
extend banking to hitherto unbanked rural and semi-urban 
areas. Accordingly, Section 16(5) of the 3BI Act, 1955 
specified the task of opening ” not less than 400 branches — - 
within five years of the apoointed day or such extended 

7 

period as the Central Government may Specify in this behalf,” 

The total authorised capital of the SBI was fixed at 

Rs,20 crcreo, divided into twenty lakh fully paid up shares 
- 8 ^ vv b ;; b"'"" a 

of Rs.lOQ/- each. On 1st Duly 1955 when the SBI was born 

as successor to the IBI , its issued capital was of the order 

of Rs, 56 ,250, 000 divided into shares of Rs.lOO. This issuo 

capital was allotted to the RBI as a, result of the transfer 


9 

to it of the shares of the IBI , Thourh other persons 
uere alloued to hold upto 200 shares which were “freely 
transferable" j the RBI w as ■ ,enj oined to hold aluays not 
loss than fifty-five pcrcGnt of the issued capital of the 
SBI and no person other than the RBI uould bo "entitled 
to exercise voting rights in resosct of any shares held 

10 

by him in excess of one percent of the issued capital," 

Follouing from this, in addition to the RBI, there 

uere as many as 1 ,227 private shareholders holding about 

11 

3 percent of the Bank's issued capital. These shareholders 

uere entitled to elect from 2 to 4 directors on the Central 

Board of the Bank, depending on the size of their 
12 , 

sharoholdEng, Despite such private share-holding and 
their representation on tho Central Board of Directors, 
the SBI remained a public unit, because of assured and 
permanent majority shareholding of public agencies and 
their over-shelmin g say in the management of the Bank. 

The private shareholding was a historical legacy of the 
take-over of the IBI, In fact, the First Schedule to the 
Act, making stipulations concerning the' payment of 
compensation to the share-holders of the IBI, provided 
that a shareholder of the IBI , is , entitled to receive tho 
shares of the SBI .in lieu of compensation due to him. 
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Thus private shareholding may be treated as a method of 
lasing a part of the issued capital from the investing 
public and as a gesture to reduce the ” fears" which 
extension of public ounership may cause in the business 
circles. It does not seem to compromise the essential 
public ounership character of the SBI , which remains a 
public sector unit. 

The Act specified the management structure and 

business of the SBI. As seen above, the management chapter 

laid down specific tasks of opening nau branches. It went 

further and laid down a basic management principle for 

guiding the operations of the Bank. Section 17(2) said 

that "the Central Board in discharging its functions shall 

act on business principles, regard being had to public 
14 

interest," This is serious principle uhich in effect 
means that the "sound" banking principle uhich in effect 

the . Anglo~S axon tradition of security of the depositors’ 
money by insisting on readily encashable equivalent 
collateral uill have to be folloued by the SBI, I;^ means 
that the principles of public sector banking in the 
context of an active dirigistic policy of development uill 
not replace the on-going business practices of the IBI , 

In this uay, except for branch expansion and making credit 



aw ail e.bl 8 on rjusiness principles in neuly ornked p.recs, 
nothing disturbing to the existing, pattern cf banking 
operations uins expected. The reference to ’’regard being 
had to public interest^’ uas to entitle tho Government end 
the RBI to issue specific directives as dictated by public 
policy and interest. Thus, the day to day operations ueru 
to continue as uas the case prior to take-over. Such public 
interest' directives were to be cx.n occasional phenomenon. 

This inference can be corroborated by refering to 

the defence of IBI put up by the Governor of the RBI in 

1948, It uas charged that the IBI "uas over-conservative 

16 

and almost uooden in its banking service," The .Governor 

of the RBI remarked that "co nservatism uas only prodent 

b anking , and that in that respect he did not think the 

Imperial Bonk uas ’much uorse' than some of the other major 

17 

scheduled banks." Thus business principles, commonly 
folloued by all the major banks, considered "conservative" 
by some uere considered" 'prudent’ in official quarters, 
uhich uere considered inescapable in the prevailing Indian 
conditions and hence incorporated in the take-over Act as 
the' guiding principles, S'ince according to the views of 
the Governor of the RBI, "business and commerce, to a large 
extent, uere to remain within the private sector, it uas 
not at all necessary that the main part of the 
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18 

banking system should be run as a nationalised institution,” 
the stipulation that the nationalised bank must function on 
the basis of business principles was meant to reconcile the 
functioning of the nationalised bank uith the logic of a 
predominantly private enterprise economy. 

That the business classes considered thib stiupulation 
concerning the operational principles of the nationalised 
bank critically important follous from the approving manner 
in uihich it was recalled by a President of the Federation 
of Indian Chambers of Commerce and Industry in order t« 
contrast the absenca of such a provision in the nationalisa- 
tion of banks Act of 1 969, He said, "Even when the Imperial 
Bank of India uas nationalised and re-named the State Bank 
of India, the Act specifically provided that the Board would 
be guided by considerations of ” business principles, regard 
being paid to public interest” , This double-criterion in 
the operation of the banks is absolutely necessary because 
in the absence of business principles it is likely that 

the credit may be given indiscriminately involving the banks 

k' T ' '. 19 - ■■ ;t,:: b/ T 

into bad debts and heavy looses.” . Thus business principles, 

preventing bad debts and heavy losses, tend to allocate 
credit to those uho pass the conventional tests of 
creditworthiness and prevent credit from being deflected 
to those uho are on the periphery of e property-owning system. 
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This bus Lness .principl.a, then 

bdm'irably . The importance of 

uisu of the opposition of the 
2 0 

the FICCI. . Having Tailed in 
recourse to business pri'hciples as the guiding principle 
appears as the second line ,o f defence . 


That the insertion of the ’’business principlBs” 
section uas. a uell-though decision of considerable' importance 
can be seen in the pointed and detailed discussion on' its 
implications contained in the Annual Report of the RBI for 
the year 1 95 6. It says, 

The State Bank’s charter is based on the axiom 
that there does not exist in essence, and need 
■I , "not obtain iW 'factr7’ a contraoic'fion' betueen 'sound 
busTne'ss' principle's 'on 't'h'e one' hano ana tne puDlic 
^ 'inter e''st''''Q'n'"'th e 'o't'ner'.' 'Assuming tndt the' rerB\y''ah't" 
c 0 n s 1 d et at 1 0 n s' b'T '"pITSTi c interest are broadly 
synonymous uiih the major objectives of the Second 
Five Year Plan, the belief underlying the charter 
uill be falsified only if ’’sound banking” cannot 
cosexist with those objectives and must, therefore, 
find for itself a niche outside the Plan; but 
• that of course uould be a position which merely has 
to be stated in those terms to be seen to be 
untenable. The fact is that given the necessary 
r es pon siVaness ,, it is perfectly possible to synthesize 
. the objectives of planned development with sound 

.business -methods, ”21 


It is apparent from the. above that the harmony and 
possibilit,y, of synthesis between the objectives of planned 
development 'and .sound business principles is taken as 


serves business interests 
thi s : provision increase in 
nationalisation of the IBI by 
stalling the take-over, the 


exiomatic - 
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a position based on belief such that anything 

contrary to it is seen to be untenable, Hou can it be so 

unless there is a tacit assumption that ’’since business and 

commerce, to a large extent, uere to remain within the 

private sector”, the very nature of capitalist development 

sought by means of five year plans harmonises business 

principles with objectives of public interest? The 

formulation of the RBI, quoted above, ses^l to be based on 

such an identity between the objectives of the second plan 

and the principles of- sound banking. The RBI's Central Board 

of Directors saw the importance of the take-over of the IBI 

in terms of the potentialities for growth resource 

mobilisation and influencing the pattern uf resource 

22 

utilisation ’’without deviating from its orbit. In order 
to drive home this message, it is explicitly stated by the 
Central Board of Directors of the RBI, "That the role of 
bank vis-a-vis the private sector of commerce and industry 
will be one of undiminished usefulness and importance is 

23 

clear from the assurances given on behalf of the Government", 

Such an act of transforming private ownership and 
control had its rationale in giving a new dynamism to the 
growth of banking facilities for mobilising additional 
resources and using them is consonance with the objectives 
of the Plan, which, in essence, the policy makers believed. 
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were not in conflict with the sound banking principles and 

lip.ue the access to credit for the priwato sector 

' ■undiminished . For this a public sector bank which ’’■■continues 

to be the foremost banking institution of the country” and 

■’’uiir- grow in size and stature, both in absolute terms and 
,, . ■ 24 

in relation to banking structure as a whole” was brought 

into existence, _ , 

The impor-b^ance of the' lnsertion of the provision about 

sound banking business principles which tended to protect 

business interests after nationaliS’ition, has- to be seen 

in the light of the known attitude and approach of key 

decision-makers who were intimately connected with the 

decision to nationalise tho IBi and its implementation. The 

demand for take-over of the IBI was, as we, shall see,, often 

25 

voiced inside and outside the legislature. In January I 943 , 

the Finance flinister requested C,D. Deshmukh, the theoj 

Governor' of RBI , to set down his personnel views on tho 

nationalisation of both RBI and IBI, Deshmukh categorically 

■ •■ . 26 

, c£ime out against the_ nationalisation of both. However, in 

the same year the Finance Minister stated that the Government 

accepted the policy ' of nationalisation of IBI and wanted to 

27 ■ 

examine various technical questions. However, it was 
opposed by S ardar -qatal oh. the basis of confidential advice 


11 


from C„D. Deshmukh that the time uas not ripe for sueh a 
28 

step. C.D. +D eshmukh uas also close to business circles 
as brought but by 5 , L , N , SlMha, an important functionary 
of the BBI and author of the official history of the RBI, 

He said that, ’'Actually, it was Shri B.fL Birla uho uorked 

29 

hardest to secure the appointment of Deshmukh as Governor," 
Deshmukh uas theilfiion Finance Hinister at the time of setting 
up of the SBI and his vi eus must have had influence on various 
legal provisions contained in the' SBI Act, 

Some other 'aspects of the management system prescribed 

in the Act tended to take care of the business interests. 

The private minority shareholders were, as seen earlier, 

entitled to elect tuo- to four members, depending on the 

actual size of th.eir shareholding on the Central Board of 

Directors, In addition, 2 to 6 directors uere to be 

nominated by the Central Government " from among persons having 

special knouledge of ^the working of cooperative institutions 

and of rural economy or experience in commerce, industry, 

30 

banking or finance," flany of such directors were then bound 
to come from the business classes, as uas cooroborated by 
the expert enc e. 


- IS - 

The position of tha IBI at the time of its take-over 
in some important respects uas asfoilous; 


1, Number of Branchesj 

ai 

2, Number of Employeosj 

3, Reserves; 

4, Deposits; 

5, Advances; 

of which to industries? 

of which to e.griculture 

6,. Tnvestment in Governme.n 
5 ecurities; 


2'^3 

14,462 

Rs .6 ,35 .crores, 

Rs,i88 crores (l9.1 percent 
of the total for ell the 
banks ), 

Rs,1.10 crores (l8.9 percent 
of the total for all the 
banks ). 

Rs.63.1 crores.(57,36 parcent of 

total ) 

Rs. 35 lakhs, (about 0.32 percent 

of the total' ) 

I Rs ,87 cro res , 


7, Paid-up capital ; Rs.5,63 exores, 

8, Net worth; Rs,l2 crores 

9, Assets; Rs,24i ,36 orores. 

Source; The State Bank of India, A Plan and 
■ Its fulfilment op.cit , and' various annual 

I 'reports of the IBI, 


These facts show that tht IBI uas the premier commercial 
bank of the. country accounting for nearly one-fifth of tha 
commercial banking in India, Uith its specified task of 
vigorous expansion of branches, the share of the 3BI in the 
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bamking sector uas destined to grow both absolutely and 
relatively. Thus th.e nationalisation of the IBI gave the 
public sector a decisive focthold in India’s commercial 
banking. 

The nationalisation of the IBI been described as a 

take-over of some foreign interests. It was maintained by 

an f'l.P, that ’’The Imperial Bank has a long history of being 

one of the most impor'tant financial instruments in the hands 

of British Finance capital in India’,’ While on the one hand, 

the nationalisation of the IBI was tss^^n as a reduction in 

the role of foreign financial interests, on the other hand, 

it was suggested that the liberal compensation terms 

b 33 

benefited foreign finance capital, ■ 

. This position does not seem to be fully supported by the 
facts. The distribution of shareholding of the IBI was as 
follows;, ■ 


Mo , 0 f 

. shares Category of - 

P ercent 

p ercent 


shareholders 


PUC 

9785 

Indian shareholders 

91 .08 

61.74 

■ 616 

Non-Indian ” 


10.6 

'324 

Trusts and companies 

3.01 

27,7 

T o t al 

10,743 



Source 

! Compiled, from Lok Sobha 

Debates, 

.cit. 
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Thus unless the foreign interests are shown to be 
entrenched through companies and trust, they controlled only 
10 percent of the PUC of the IBI and their number was about 
6 percent of the total shareholders. Thus neither in terms 
of control nor in terms of excessive share of liberal 
compensation could foreign interests seem to be too important 
in the IBI i 

As with respect to the RBI take-over, the compensation 
issue was a bone of contention with respect to the take-cver 
of the IBI as well. Compensation in terms of the provisions 

contained in the First Schedule of the Act was to be given 

34 ■ ■■ ■ 

to the shareholders. This was unlike the case of airlines 
where the compensation was paid to the companies whose 
undertakings were taken-over. 

The IBI hod 75,000 fully paid up shares of Rs.BOO 
each and 150,000 partly paid up shares of Rs.l25 each, 
totalling PUC of Rs. 56, 250, 000, The Act provided that the 
rate of compensatl&n ,for the, former will be Rs, 1765, 62 and 
for the latter Rs,431,77, The shareholders were entitled 
to receive the backlog of dividends. The compensation was 
paid in terms of Central Government Securities, though upto 
Rs. 10,000' an option to receive it in the form of cash was 
also granted. Total compensation amounted to about Rs, 19,72 



crores, of which Rs, 16 crores went to fully paid up 
36 

shareholders. As seen earlier, an option to go in for the 
shares of the successor bank, u as also offered to the 
share holders, ■ 

The Act specified the amount of compensation per share, 

without divulging the basis or principle for arriving at the 

spocific 'amount, Houever, in the course of the parliamentary 

dabatB it was mentioned that this compensation figure is 

arrived at on the basis of the average price of the shares 

for the period of twelve months before the announcement of 

37 

the decision to nationalise the IBI. This compensation 

amount was considered excessively liberal from the point of 

view of the shareholders of the IBI . As a result, an fl.P 

Said ”ue are in this manner going to manufacture in our 

country certain fortresses, so to speak, very strongly 

38 

fortified fortresses, of capitalist interests,” 

The compensation amount as a proportion of PUC came to 

over 350 percent and as a proportion of net uorth, it 

amounted to over 153 percent. These shareholders hod boon 

receiving consistently very good dividends for a long 
39 

period. In view of these facts, the amount of compensation 
appears to be high. It uas also higher than the compensation 
given to civil aviation companies and the RBI , whiah had 
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already been netiGnalised. An M.P, pointed cut that on the 
BUG of the introduction of the nationalisation bill^ end 
euen after its introduction , the price of IBI shares ue,s 
less than Rs,l765, He uent on the that ”it is quite 

clear that a Rs.500 share which brings a dividend of 16 
percent cannot be valued ct Rs.l765, That is ndr. a proper 
compensation. That is a compensation at the expense of the 
country’s tex-payers,” The relationship betueen net worth 



and the compensation amount, as also the principle of 1 

compulsory acquisition at the average market price, indicate 
that the general commercial principle of purchasing business 
assets at the going market price was followed. The elements 
of compulsion , and unilateralness associated with an act of 
nationalisation were not allowed to operate in a manner which 
may harm the financial interests of the erstwhile shareholders. 
In so far as any nationalisation of a particular business 




enterprise is likely to cause misgivings in the minds of 
entrepreneurs end adversely affect future private investments, 
liberal compensation alsmost equal to market price, tends to 
reassure business,- In fact, such compensation also provides 
money capital for -further investments. 

Thus the nationalisation of the IBI - a bank which had 
a special status in so far as it was created by a public law 
and had a special place in Indian monetary and credit system 
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as an institution uhich performed certain functions of a 

4 '] 

branch of the RBI - uas an act which brought a sizeable 

part of commercial banking under public ownership and 

management. The legal provisions concerning the take-over 

were such that they neither imposed a financial loss on 

the former shareholders through transfer to public ownership, 

nor the operational principles of the successor bank were 

allowed to prove uncomfortable to the bulk of trade and 

industry which remained in private hands. The major new 

thrust of the SBI was to be in the form of speedier branch 

expansion. This was in no waylikely to harm the interests 

of the business classes, particularly in view of the 

provision of an Integration Development Fund to be created 

out of the resources made available by the RBI or the Central 

Government and the dividend payable to the RBI in order to 

meet the losses which may arise out of the branch expansion 
42 

programme. In fact, such expansion may prove beneficial to 
to the business interests. 

Thus expansion of public spheres of ownership and 
control brought about by the nationalisation of the IBI , 
considered essential, as we see below, for meeting the needs 
of rural credit, did not have such features as may disturb 
the prevailing institutional pattern of the economy. Nor 
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did it cause more than the minimum una.uoid r.bla hurt to private 

entorprisG in India. In any case, the IBI had from its very 

inception strong streaks of State association with it. In 

fact, uay back in 1 9l 9 the finance flember, fir, H .F. Houard 

made it clBar in the Legislative Assombly in the course of 

the debate on a private resolution recommending the setting 

up of a State Bank that the planned amalgamation of the 

Presidency bank into the. Imperial Bank may well serve tho 

same purpose, and that this intial step ijould not commit the 

Government for all eternity to a private bank as compared uith 

a State Bank, and that there is nothing to prevent it from 

43 . 

developing es necessary, it m ay thereto re, be inferred that 
the evolution of the IBI into a public sector SBI uas not 
altogether unexpected, marking a very pronounced break from 
tho normal course of development, 

II 

In fact, a brief historical account of tho beginning 
and growth of the IBI : .is likely, to show the process by u.'hich 
increasing stat.e participation in the IBI came about, 
culminating in .its nationalisation,,. This account' uill aiso 
to a certain extent sho.u ihe. rol.e , pl.ay oci by tho Stato in tho 
. davolopmont- of .banl<ing 'institutions in India, 


The IBI was formed, under the authority of the Imperial 

Bank of India Act, 1921, which uas passed by the Indian 

Legislative Council in September 1920 and came into effect 

44 

in 0 anu ary , 1 921 , It came into existence primarily as a 

commercial bank which was also "entrusted with certain central 

banking functions,”. It was formed by tho amalgamation of 

the Presidency Banks of Bengal, Bombay and Madras - a 

spontaneous amalgamation in the form of "the natural growth 

of banking ovolution" and intended to counter the fear that 

"powerful banking interests <?.bro ad might secure control over 

45 

Indian banking". This scheme of amalgamation was approved 

46 

by the Government in September 1919, Though it was a private 

commercial bank, it had its charter in an Act of the Government 

and owing to its limited central banking functions, as many 

as 10 members on its Central Board, out of a total of 16, were 

47 

appointed by thu Government, It must be noted that it was 

prevented from transacting foreign exchange business and was 

48 

required to open 100 branches within the first five years, 

"So the Imperial Bonk of India was born as a giant but not 
as a giant among pigmies In tho J^ct governing the new 

bank, most of the restrictions on the kind of business 
permitted to it were taken over from the Presidency Banks 
Act of 1876, So continuity was maintained not only in respect 
of the relationship of the Bank to tho Government out also 
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4 9 

in its relationship to the general uprld of commerce.** 

Uhat emerges from the above account is th't the 

Government regulated the genesis and functioning of the IBl , 

but oven its predecessors, - the earliest banks in India^ - 

evolved end functioned in terms of a public law specifically 

50 

enacted for the purpose.. Eventual assumption of direct 

control over such banks by the State has to’ be vieued in the 

light, of this feature of their origin. This assumes marked 

signifi.cance in the context of the- fact that upto 1 949, thero 

uas no separate lau for controlling banking companies except 

51 

the Indian companies Act, as amended in 1936, It means, 
as distinct from the other banks, a need uas felt for having 
specifically formulated lau for the Presidency banks and 
subsequently for the IBI. It also suggests th ar since these 
banks uere the earliest to develop in Indio, the grouth of , 
banking uas not left to spontaneo.us market forces but uas, 
from the very inception, mediated and regulated by governmental 
action. The question then arises; why uas the IBI, uhich. 
uas regulated by a special lau and. uas. subject to government • 
control from its beginning, brought under direct public 
ownership? ' ■ 
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In tarins of its statute, the IBI uas not only a 

commBrcial bank (except being barrod from foreign exchange 

business) but uas a bank of bankers and of government, 

which managed clearing houses and provided romittance 

facilities and had a statutory obligation to open 100 branches 

in the first five years of its existence. These features 

gave it a unique position in Indian banking. As there was 

no separate and independent contra! bank in India during 

the first fourteen years of its life, it is natural that 

it loomed large on the Indian banking scenes as a quasi- 

central banks. Its deposits, which were of the order of 

Rs,72,58 crores in 1921, increased to Rs, 79,25 crores in 

1 928 and to Rs, 81 crores in 1934, Under the impact of the 

depression, its advances which stood at R s ,'53 , 90 crores in 

1921 and at R3,61,60 crores. in 1 928 came down to Rs,29.01 

crores. However, its holdings of government securities 

increased considerably during the same period from Rs, 11,17 
: ■ f 52 : 

crores in 1921 to Rs, 41,56 crores in 1 934, 

It played an important role in the dovelopmant of 

commercial banking, in terms of branch expansion, development 

;v;v ; T ^ 

of remittance facilities and. giving help to other banks. 

As it was not being authorised to issue paper currency, its 
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capacity to act as bankor’ s bank uias limited. It fulfilled 

the obligation regt^rdinc opening of neu branches uhich 

increased from 70 in 1 920 to 202 in 1 928 and 243 at the 

54 

time of its take-ouer. 

/JiJftor the establishment of the RBI, the IBI ceased 

to be a bankers bank and acted, under an agreement, as 

the sole agent of the RBI in places where the latter did 

not have a branch. The availability of government funds 

to the IBI solely upto 1 935 and partly after 1 935, gave 

55 

it an edge over other banks. 

Despite the setting up of the RBI, the IBI continued, 

to operate in terms of -a special leu, uhich added to its 

standing vis-a-vis other joint-stack banks in the public 

eye. It u'as not allowed to undertake foreign exchange 

business, or give advances against immovable property and 

56 

for periods longer than six months. After the RBI was 
set up, the IBI act ucs am'ended to modify control over it 
and some of the restrictions on its activities, like 
engaging in exchange business, were removed, while other 
restrictions continued, as a consequence of its continued 
handling of government funds. Its branches amounted to 
more than one-third of all the other Indian Banks, Thus 
its sizGj relationship uith^the Government and status enabled 
the bank to give severe competition to the other banks. 





Tha growth of the bank can be seen in terms of the 

size of its deposits, advances and holding of government 

securities at the close of mid-year accounts in 1955, 

Compared to deposits of the order of over R3.72 crores, 

advances of the order of nearly R3,54 crores and government 

securities of a little over Rs.ll crores in l921^touards 

the middle of 1 955, on the eve of its take-over, the / 

respective amounts were Rs, 208. 10 crores, Rs,115.60 crores 

5 9 

and Rs, 89, 57 crores. One finds that the holdings of 
government securities continued to exceed advances. The 
credit-deposit ratio which was 74,26 in 192 came down 
to 55,55' in 1 955, - 

The bank invited a good deal of adverse criticism. 

The IBI had a good deal of foreign interests in itj partly 

following the legacy of the throe Prosidoncy banks. As 

Panandikar pointed out, ‘’there was no provision in the 

Imperial Bank Act to secure a majority of Indians among 

the Bank’s shareholders, and Central and Local Boards, and 

a little more than half of the: paid up capital of the Bank 

60 

belonged to non-Indians,” Uith a large number of the 
members of the Central Board being nominated by the British 
Government in India, there were additional reasons for the 
dominance of non-Indians in the meonagement of the IBI, For 
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or representing foreign companies) there were 8 non-Indians 

61 

on the Central Board of the IBI , out of a total of 15. 

After the installation of the national government, the number 

of non-Indians on the Central Board declined? on the eve 

of take-over it came doun to one out of 16,. As the official 

'■'history of the RBI points out, '’there 'uas a general belief 

'that the bank* s ops rations favoured the European Business 

interests in India and that small industrialists and traders 

hod little access to it. These vi.eus, in fact, persistsd 

for. many years even-after the establishment of the Reserve 
63 . . 

Bank of India.” It has also been pointed out that the 
members of the Legislative Assembly ’’cited the experienco 
of the IBI as an unhappy one as, according to therp, a feu 
■ big industrialists entrenched themselves in office as 
directors by getting re-elected and manipulated its policies 
to suit their oun interests,” So much so that T.T, Krishn amachari 

described the IBI as ” o tumor in -the body politic of this 

■' ' 64 

.country.” Tho point about discrimination in favour of 

non-Indians uas also made by the Bengal Provincial Bonking 

Enquiry Committee, But the IBI took refuge under the 

businosa principle of being guided by the standing of the 

65 

firms or persons. 

The IBI did not respond to the needs of development 
" in various regions of the country. Referring to the needs 
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political movement for fisedom r3nd its concomitants in the 
sphere of business and finance, made the bank a target of 
public criticism and attracted more direct state 
interventions. 


^ 1 


Another ctiticism of the policies of the IBI concerned 

its limited rolo in the growth of a bill market in India as 

its cosh credits outdistanced the purchase and discounting 
72 

0 f b i 1 1 s , ■ , ■ 


These criticisms and the loss of political authority 

by the British weakened the defences ef the IBI against its 

State take-over. During the days of transfer of power, the 

Legislative Assembly heard the demand for the take-over of 
73 

I tho bank. The matter came up cgroin in the legislative in 

1 940 in the form of a question and the Government accepted in 

^ -^-'principle the demand for nationalisation of the IBI and 

wanted to examine the technical question involved owing to 

74 

the existence of IBI ' s branches abroad. predictably, tho 
Central Board of the IBI opposed this announcement along 
! with the support of who RBI. The RBI gave two arguments 

i) the State would be acquirina an asset, the value rf which 
was bound to diminish following the closure of the IBI’s. 
off ices in Pakistan, Ceylong and Burma, and ii) as a result 
i of n rtionoL isation s the 'cream' of the ousiness was expected 
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of development in various regions of the country, particularly 

referring to the needs of Trau ancore-Cochin , it uas pointed 

out that "Imperial Bank and other ' outside* Banks, which 

had long been operating in the coastal trade centres here, 

; 66 

did not meet any tangible part of such needs," Many other 

provincial banking enquiry committees brought out the 

neglect of their respective regions by the Imperial Bank 

and the concentration of resources at the Local Head Offices 

67 

in the Presidency cities. Given the colonial pattern of 

regional growth, there was little unexpected in the pattern 

68 

of deployment of the IBI*s resources. Ho wonder it uas 

changed that the bank used its branches more for collecting 

deposits in the hinterland than for financing trade in the 
69 

interior. 


To a certain extent, the discriminatory approach of 
the bank uas related to the fact that its senior staff was 
largely non-Indian and farther recruitment of non-Indians 
uas continued util 1930,' Referring to this criticism, the 
Governor of the RBI -said in '1948 that as a result of 

stopping European recruitment, by 1954 only 9 or 10 such 

71 

officers would be l^^ft ui^ the bank. The point probably 
is not so much of' the nufflper of non-Indian senior staff or 
of increasing-^hdiariisgition. However, this fact put the 
bank on a difftirent footing and, in the context of the 






to be trsnsferred from the IBI to . the other banks in the 

country. Though both the arguments s-eem- superficial and’ 

not related to the criticisms levelled against the IBI, 

they seemed to have'played a part in the reversal of the 

gov ernment’ B decision to go in for nationalisation, which 

uas announced by the Finance tlinistsr in February, 1 949, 

particularly in vieu of the likely adverse impact on the 

76 

investment market. 

However, the criticism, of the IBI with respect to 

the neglect of agricultural and rural credit continued to 

77 

retain its force, yith a view to serve the rural sector 

better, the Rural Benking Enquiry Committee neither suggested 

o State take-over of the Bank nor the setting up of anew ' 

78 

state-sponsored institution. They came up with the proposal 

of a sizeable branch expansion under the aegis of the IBI 

on which the extent of State control was recommended' to be 

increased. Thus the solution suggested by the Rural Banking 

Enquiry Committee amounted to be o precursor of what in 

mid-sixties came to be known as social control over banking. 

The committee maintained that the IBI is ’Ito all intents 

and purposes, functioning as a State-sponsored bank" and can 

80 • 

legitimately be " dev eloped as a national organisation," for 
meeting the needs of rural credit. The bye-laws of the 
banks were amended in 1 952 to permit Government nominated 


directors to attend the meetings of the committee of the 

"StV ; i t; 

C entrel' Board of the bank. 


Huch headuay , could not be made in terms of the 

recommendations of the Rural Bcnking Enquiry Committee. Thoug''- 

th a IBI agreed to, open 114 br nches .against the recommendation 

of about double this number. It uas reoorted in 1 955 that 

82. • 

only 63 neu branches (out of the rscommended number nf 218 
: 83 ;■ - 

for G period of fiue years) could be opened. According to 

the findings of the .All-Indio Rural Credit Survey j commercial 

banks provided less than one percent of the credit needs of 

34 , , \ 

the cultivators. 


In view of these trends, the demand for the 

85 

notion ali sstion of the IBI persisted. The opposition by the 

IBI*s Board to the scheme of ..extension of oublic. control by 

86 ■ 

amending the composition of the bank’s Board also did not 

en.a.ble a fair trial being given to the scheme of greater 

pu.; lie control, uhich might probably have weakened the demand 

for its take-over. llBanwhile the recommendation for the 

nationalisation of the IBI by the Gommittee of Direction of 

~ ■ 87 

the All-India Rural Survey gave a powerful impetus , c :pert 
prestige and a high degree of authority to this proposi tion „ 



"''The Survey Report presented an exhaustive account and 

analysis of the rural credit scene. It noted the efforts 

made towards provision of banking, credit and remittance 

facilities to rural India through the agency of the IBI as 

grossly inadequate and unlikely to be realised by a private 

shareholders’ bank which finds the rural braiiches 

unremunerativB, Therefore the committee recommended the 

conversion of the IBI into the SBI and the statutory 

amalgamation of ten major state-associated banks and certain 

other banks with the neu SBI alonguith provision for similar 

compulsory amalgamation of suitable relatively smaller 

88 

commercial banks, 

Ue have seen above the objectives which uere sought 

to be achieved by the SBI which was formed by nationalisation 

89 

of the IBI but without amalgamation of other banks. There 
was, expectedlyrj opposition of the nationalisation law (in 

the form of the SBI Act) by the share-holders and the 

' ' ■ 90 

business community in general. The compulsive nature of the 
need to take banking and bank credit to agriculture, which 
had a fairly ambitious growth targets to meet during the 
ensuring Second Five Year Plan - a task for which the 
commercial banks in general and the IBI in particular had 
proved themselves unequal, despite special regulation of the 
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latter for this purpose - left the gov/ernment with little 
Ghoice save the setting up of a totally publically owned 
and controlled bank. It was the beginning of the policy 
of mixed (both public and priyate sector) banking. Opening 
net! branches in rural and semi-urban areas was unlikely to 
yield private profits at least in the initial stages, but 
had a high social priority. Hence the conversion of the 
biggest private bank into a public one. 

Apart from being a convenient instrument for meeting 

the credit needs of agriculture, the rural branches could 

serve an important social function of mobilising rural ^ 

savings. At least one .powerful and large commercial oank 

in the public sector, while serving an important tssk 

following from the logic of general economic policy thrusts 

embodied in the plans, would not cause much misgiving to the 

private sector, because, as it was, the IBI was considered 
91 

a "semi-public" bank. That misgivings were there in the 
minds of the business classes concerning the thrust of public 
policies was made explicit in the Lok Sabha when a member 
quoted, in the course of the dobate on the SBI Bill, the 
Report of the RBI Committee on Finance for the Private Sector 
(shroff CompittBe, 1954) as folio WSS:.'" the committee feels 
that in the pest few years several changes have occurred in 
the socio-economic climate of this .country which tend to 





discourage and discredit private enterprise. The Committee 

is of the opinion that unless these inhibiting factors are 

remedied j mere multiplication or strengthening of agencies 

supplying 'finance uill not add much to industrial 
92 

development,” 

Thus the introduction of a fairly large sized public 

sector bank alonguith the operation of many private joint- 

stock commercial banks seemed to reconcile the purpose of 

meeting agricultural needs uithout distrubing other commercial 

banks better geared to trade, industry and larger urban 

centres. It was a kind of a mixed banking institutional 

pattern uhich uas a replica of uhat is commonly known as the 

mixed economy model of co-existence of public and private 

sectors adopted in Indio, The general ideological climate 

follouting the adoption of %he socialistic pattern of society,” 

could not but have facilitated government in overcoming the 

remaining hesitation concerning the decision to take-over the 

I8I , Though there uas nothing specifically sr.'cialistic about 

■ 93 ■: ■ 

the notionnlisation of the IBI, it could obviously come as 

a grist to the propaganda will of the ruling Party as a 

socialistic measure. 

It can also be sumrised that since the IBI had the 
image of being a bank with powerful non-Indian interests and 


uas the only Indian bank with reckonable equity participation 
of non-Indians and uas not associated with any large 
industrial house, as uas the case uith the other major schedule. 
Indian banks, the decision to nationalise it uas in political 
terms the least capable of facing any consequential 
resistance. The quity interest of the non-Indians uas also 
not too strong to evoke much opposition from their side. 
Ultimately if one large bank Uccs to be taken-ouer for 
implementing public policy concerning rural credit and branch 
expansion, and for carrying out tr easury-uork in places 
uhere the RBI did not have a branch, it is obvious thet 
being the largest bank uith a long tradition of special 
relationship uith the government, the IBI uas to bo the 
natural choice. 

By providing explicitly in the 1 au that the day-to-dav ^ 
and hence major, functioning of the SBI uould bo based on 
canons of sound banking, except for follouing specific 
public interest directives from the RBI and the government, 
it uas ensured that the nationalisation of the IBI uould 
cause no unsettling effects on the general institutional 
pattern of the economy uhich uas heavily ueighted in favour 
of private ent'erprise. This uas a uj;!! thought out provision, 
as can be -inferred from the' f'act.thS't the Committee of 


- 33 - 


Direction of the All India Rural Credit Suruey, uihile 
recommending the teke-ouer of the IBI , inserted the signifi- 
cant cav/eat that the successor bank uould follou the national 

policies ’’while not deviating from the canons of sound 
95 

banking,” Through limited, minority shareholding, private 
individuals, particularly the shareholders 'Of the IBI, were 
given representation on the Board of the SBI , Interpretation 
of ’’canons of sound banking?’ uas likely to be affected by the 
presence of businessmen on the policy-making bodies. It may 
well be interpreted to mean that national policies inconsistent 
with the canons of sound banking uere not likely to be 
follouied by the SBI. 

Thus, it can be concluded that the nationalisation of 
the IBI - already a ” semi public bank” - uas essentially an 
outcome of the special circumstiances attanding agricultural 
credit which needed urgent attention not only to overcome 
its historical neglect, but also to serve the future needs 
of agriculture in terms of thepolicies and programmes 
initiated in terms of the five year plans. It went well with 
the apparent shift in the ideological underpinings represented 
by the adoption of the socialist pattern of society resolution. 
But if our analysis and interpretation of the forces 
underlying this decision are valid, it follous that it did 




not mark any tendency toucords treating restructuring of 
property relations and consequent changes in social ralationr 
as a normal, ganerslly usable policy instrument. Tha 
significance of the take-ov/cr of the I BI consists, on the 
one hand in not treating property relations as absolute, 
sacrosant entities, a la some classical conseruatiue circles . 
and, on the other, in the choice of such a private unit for 
nationalisation which uould serve immediate exigencies uithout 
causing much hurt or misunderstanding in circles n-turally 
hostile to any nationd isation - but uho constitute important 
pillars of the economy and its strategy of grouttr, Uith tl: ’ 
advantage of hind sight, it can be said that the relatively 
sparing use of nationalisation as a policy instrumant in the 
foll-ouing years upto late sixties and the great and protrcc'c; 
debate over the nationallBation of dthor major commercial 
banks lend credence to our inferGnce, 
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Kabra, K ,N . and Surest, R.R,, Public Soctor Bankino, 

New Delhi, 1 970, Chaptar. 

History of the RBI « op.cit . p. 516 

Ibid , p. 5l6, emphasis added, 

1 bid . p. 517 

Ramnath A, Podar, ’’Purposive Direction to Credit”, 
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Government of India, Delhi, 197 0. p. 44, emphasis added 
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Q u o t i n g C , D . D 3 s i'l m u k h ' s book T_h e_ Do u r s e o f My L i f e , 
ttiis has been pointed cut in Chenoy, Kamal', A.N,, 
in his unpublished Ph .O. thesis o f 3 ,N U niversity 


•‘Industrial Policy pnd Big Business in India. A 
: case study of FI CCI j/ l 947-66'* , p. 258 

29. SlBiha, 5.L.N. ’*A11 the Bank's Hen. Institute of 
Financial FlanagemGnt and Research, Madras, 1975. 
p. 105. - 

2 T he Ac t op, cit . , p, 9 ■ ' 

31. In the initial stages, the Board included businessmen 
like Shri Ra.mnath A, Podsx, Shri f'uH. Hashen Premji, 
Shri y ,5 .T , Mudclinr , Shri ^Gh'arat Ram, Shri D .P . Goenka 

" etc. ..See, The SBis oH Plan end It) fulfilment, 
ao.cit. p. 54, Similar 'uas the case with' the local 
boards. 

As Shri Sadhan Gupta, M.P. said in the Lok Sabha 
Debate, "the Central Board is more likely to bo the 
preserve of big business'* o p . c i t . p, 6249 

32, Lok Sabha Dobates, op, cit, p, Sl36 

I bid , p, 6339. ’*It had been, rnenticned that foreign 
interest in the Itnpori^'-l Bank is rather high and they 
will get the benefit of the proposod cornpopsation c'’ 
A.C.Uuhs. 

The tAct , op, cit . , p, 5 and pp, 37-38 
Ibid. pp,37 - 38 

36. Lok Sabha Debates , op .cit , , p, 6l40 
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37, ■ Ibid , p. 6251 

38, 1 bid , p. 6l4Q ' 

39, ’’From 1921 to 1 931, the diuidend declared has been 

16 percent free of income tax. From 1931 to 1944, it 
uas 14 percent freei of incoma tax, end from 1 950 to 
1 954, it uas 16 percent free of income tax.’’ 

I bid , p . 6273 

I bid . p , 61 51 

• History of the R BI, op.cit p. 25 " 

The Act , op,cit , , Chapter VII. page, 28 

43, History of tha RBI , op.cit , p. 25 

44. Ibid, p. 25. Also, BaQchi, A.K., ’’The First century of 
'inTir'"St ate Bank of Indias Changes in the structure and 
Functions.” in SSI Mo nt hly Reuieu , Dec, 1 978 - 
Danuary 1 979, p”r™20. 
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Bagchi, op.cit., p. 37 
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Ibid, pp , 2 0-32 . ■ ■ . 



51 . 

History of the RBI, pp. 450-451 
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See, panandikar, 3.G,, Banking in 

India, 

Calcutta, 


Chapter X, for extensive references to various 
provincial Banking Enqi-dry Committees discussing the 
rols’of the IBI ■* It helped avert bank failures in cases 
of the Alliance Dank of Simla, Tata Industrial Bank, 
Bengal National Bank, Central Bank of India etc. Also 
Hathur, O.P,, Public Sector Banks in Ind ia’ s Elconomy , 
Delhi, 1 978 , ppT’ 12-15.1 * - > - — - 
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55, 
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p . 2 94 , an d 3 01 . 


62. 

63. 

64. 

65. 
64 . 


“Even if 1/6 of its total funds were' assumed as being 
obtained free of interest (government funds), and rates 
paid by it on private deposits were taken to bs as high 
as those of the other big banks, Dr. fiuranjan has 
calculated that the former could not account for an 
advantage in the gross rats of profit of more than 
i' percent,” Panandikar, _ ojo_.cit . , p, 304.. This Brournor- 
sesras to ignore the effec’t of the availability of 
government funds on the size of potential advances 
by the IBI . 


p cnandiker, S .G, 


History , op ,cit , 


p. 296 


65 


1 b id_ . p, 3 01 , ‘VAlthough, Government balances and certain 
Finer accounts uere transferred from it to the Reserve 
Bank,' the total deposits of the Imperial Bank were still 
larger than the Indian deposits of all the Exchange oanki 
c?,nd not very much less than those of ell the Indian 


Banks,” p. 305, It held nearly 30 percent 


the deposits 


of scheduled banks, RBI History , op , cit . p. 464 
Panandiknr, op, cit » , p, 299 

Ibid. p. 309, ye have seen above, at the time of take-over 


59. 

6 0 . ___ 

their share came to 10,6 percent, with the nationality 
of trusts and companies holding about 28 percent of the 
shares remaining unspscified, 

61, The Investor’s Year Book, 1945-47, 33rd Edition, Bombay, 
P. 32, In tuo Local Boards at Calcutta and fla.dras, there 
uere 5 non-Indians respectively and at Bombay, thoro 
were three out of a total of sevon, '■ 


Ibid , for 1954. Fourtieth edition. 

History, op, cit . p, 65 

Ibid, p, 84, This uas in the course of the debate on the 
'Res' e’rv c Bank of India Bill, 1 933. .Also Panandikar, op.c 
p . 31 0, , , , , ^ , 

fis cited by finthur, o ii,cit , , pp,l4-l5 

...../- In tho course 'Of' t,!ao,, dobatG on tho Banking companies 
Bilij _;1944j Shri; T,;N,TlCrishnamcliari the IB Act to 

Bq ropoatod ’and'. '¥®atui|.-.;,that '"Should bo brought 

undor tho ^sco:01?vbf :^'c; proposed '3111, Ho made p. strong 
, criticism /Of the. IBI.- ...’Soo History of tho RBIs. op, cit. ' 
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P st i al a , E3 ank of B i k an er 
R aj 3sth pn 5 B ank of In dor 
n y s o r e Ei y d n T r b ac' 

S ni 3.]. 1 8 r h an k s m s i* 
state Bank, Bank 
B p.nk , 


inill India Rur al Credit ^ Su_r \ i ey , op, cit,p,404, 
wor-Gs S tata”"l. ank”"oT SourasTitra, 0 ank of 


at: e 


Bank of Jaipur, Bank of 
ink of BarGcla, Bank of 
an b T r av an c o r e B an k , 
ueres Sangli Bank, Haniour 
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t i cin K 


of Baghalkhand and Hayurbhanj State 


See Mote 6 earlier, 

Panandikar, op.cit. o, 315 

Report of th e Rur el .B ank i ng -Enquiry Comm i t t ee, op.cit , , 
p. 26. It said, *nTre’ peVuliar ’j303£ti?o?i'"3~jn''I"que’’'st:Ttus, 
and semi-public character of the IBI and the historical 
background of its development are uell-knoun," 

This uas quoted by Shri ;Ashok flehta, See Lok Sabha 
Debates, op.cit. p. 5261, 

■’I think notionalisetion sf banking is not essentially 
or necessarily a part of socialisation. In fact a 
thoroughly reactionary country, like Francs, has e 
completely nationalised banking system.-’ K.M, Raj, 
unpublished text of a speech at a Seminar on Bank 
Nationalisation, New Delhi, Fiarch 7*?8 1 964. The point 
is; nationalisation of a bank may have little to do 
uith socialism though the latter is not possible 
without teka-ouer of major banks. 

Share of private sector in tto fiftiGC -wae raaiiur low .* 


Sec note 6. 41 another pl-^ce, the same Report 

recommended that ’’Thera should be no interference by 
the State in the day-to-day operations of the SQI , 

Mor of course should there be any louerinc of the 
standards of sound banking,” I b'i d . p, 413« 

* Bvon aftdr t ho largo investmonts of the first two 
jslans, tho share of public sector in GDP during 1960-61 
to 1964-65 was only 12,12 porcont, SqGj RaOj ?,K.R,Y, j 
Indians Rational Incoaio 1960vl980, Pago, Now Doltii, 
1983, pp, 41-42. 
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Ci, b 


ation of Life In 


-JiSunaiice, business in :iniia nas brought undf 


state control by rue ans , of tno logiala;tlvo enactsients 


O i I'A.^ 


a first step y the Life Insursiica (Emergenc;,'. Pro 7 iEio::i 


Or; '.i iiiro c €r x/as p, ro mtilg a te cl .0 n .’1 9t li J axn lat 7 / , IDS 8 , 
in the Coixtral Oox/ernnantD xath .ijonisdiate efftset 


t vested 


anateixont of the Icoiitrolitxci bu 3 i:ne 33 i . of ■pi’acticaily all 


tl:ie ixis'uors in India, 


XUS, prioxo CO natiDriaiisa'cion o; 


life ins’ur 

ance j : 

its man 


'I*)'* T.,r»c ' 0 b'n 'rv 

ar, AI.1 

. they: 

insuers, co 

nti'nuc' 

i to re 

tain ' 

thsir scpara'te 

Ui,n.xi 

s 'and. 

exls'cence . 

bu.t x-re 

nO plac 

ed lUi' 

is r the contx.’ol 

, 0 f cus to 

di ans f 

a.pppinted 

o y 'u O.C 

(k)Vevii 

mentj 

a;id draxni from 

1, tko rai"i^.c 

B o'f i.^- 


senior officers of inourance oonratiias,*^ ' ■ 

fue ordinance xfas ' replaced bp' the Life Irasurancs 
(Eraergency Provisions) Actj 19oo in tliC month of IlarCh, )i956* 
The noriiial procGdiire of anactraeiit of a lair through introduction 
of a Bill X'xas xiot c.dopted- tend an ordinance x/as issued Ixe cause 
it ¥as; felt- by the idovernrnsnt that it inx this- x/asithat ' ' 

”a serioiis frittering away of the a-ssets” by “less,, scmipiilous 

' ,5'^ ■ 

insiTj'aJica Cianageerionts'’ could' be prevented, 

2ho Ordinance provided for the transi'sr of the •oxitrol 

of 154 Indian ins’xrers , 18 non-'I.idiaxx insurers and 76' previiont 

t -x ' ' ' ' '■ - - . : : h'dxtX'. -X: : : 

societies, to the cnstodiaiis appointed by 'the Governiuxnty 

pending vl'iic.h the “existing rianagonents of the ins-ur;ince 

coup allies are able to ' carry on exactly as bc=for 6 “ but“ as ■ 

agents of Goveirv;ient“ and. xd-th a restinction of sor:ie of 

d xx: : ;X,px;'X :xb bX: h x 'X, x xi'hb 

their -DO’.fsCrs, At the time the Bill renlacinx: tlic 'Ordinance 



Was mo ved in the Ick Sal^tia on 22th Fe bruarj'- 1956j 123 ins nr once 
'oompanisi vho account for 96 per cent of the total insurence 


business were’ already managed by ■ cus'tDdians and 


raanai^emerir 


at the. top was direct3.y in the hands of the Government, 

The ordinance was aimed a.t ’’event'iis.l smooth and efficient 
integration” of a large nim’oer of insurers •'.•dthout distur- 
bing normal business during the Interim period of some 

•9 

five to six months,- During this period", a number of 

preparatory steps ^■;ere tal-eu towards the foimiation of a , single 

.. 3,0 • - 

State-ovjned life insurance cosporation. 

The insurers were: given compensation for loss of 



■its for the period pending nationalisation on 


:ae annua. 


'©holders in resnect of two actuarial 


and in cases 


mVQsti gallons pi'scoding manage 


urplus was allocate 


one rupee 


waoi© no 


month for every ns#200 of the ■preEiium inco 


The Act for the , nationalisation of life insurance 


business in India was- ’ introduced in the lok-Sstbha in 
Mar.ch 1956, The Id-fe. Insurance Corporation Act, 1956 ,(31 of 
1956) provided for ■ ’’the na,tionalisatlbn of life insurance 


business ,in India .by transferring all such business to s 
Corporation.establisHed ■ for the purpose,”"^ It can te 
'seen'.-tliat; here is ..a:- law mdiich explicitly uses for the fi 


time tile VO rd. nationalisation for . doscribing its main purpose, 
ilie Act provided tiiat tliore stall ce transfe mod to and 
'vested in the corporation all tho assets and liabilities 
relating to the contz’Dlled business j l.e, life insurance 


easiness j of all insurers, as doflnecl. in the Insurance Act 


nd provident socistiesj 


ItbSy ajid included the govorniTieiii; 

She Life Insurance Gorporaztion a body corporate, 
on original cscpital of Ij# fivo orores provided by the 
Central Government , v/as entrusted yith the tasi: to carry 
of life ins'draiice business vheti;,er in and outside India in 
such a manner as to secure that this business "is developed 

j . 'i 

to the best advraita.ge of tho commi-iiii ty, ” ' Ihe Corporation 
has '’the oiccluslve privilege of ccirying on life insurance 


1 


business in India*" 


15 


liras it was nationalisation vhich 


GX’Gated a legal public sector monopoly* The nev corporation 

'16 

Gaiue into existence on 1st Sep'oeiiber, 1956, ■ 

The ii'isurers vere compensated for tiie- acquisition of 
, 17 

their controlled bxisinoss. According to tlie iirst Scheduio 


of the Act, three laothods for detorainlug the C'tia;e‘isation 

;18 

cmiount vere specified. If the ansamts so dGteriiiined 
by the Corporation aiid, approved by the Central Croveniment 
are not acceptable, to the insurers, the matter vas to bo 

1 c, 

referred to the Tidbunals constituted for the purpose. 

She Tribunal was set uji in May 1967' mth Shri P.3» Doo its 
Chairman, Seventeen cases were referred to it and up to 1958, 
it decided 13 oases, resulting in aii increase of R?,*10 laJchs 


4 




.'20 

in tHe con^oensatioii arfloujit. According to Part A flicuaoclj 

21 ■ . , . 

called "capitalisation of; earnings method" pro video: 

for payment of ti^nty times the armual. average of the share 

of surplus a,llocated to share- holders calculated in a manner 

specified in the schedule for insurers with share capital 

^id -who alloc atari a bonus to policy-holders, Fo.llo¥ing 

Part B, compensation was computed for Insurors having a share 

capital who did not allocate any bonus to policy holders. 

For them, the asset valuation method wa,s followed which 

required a compensation sum equal to the value of the assets 

minus that of the liabilities of the insurers relating 

to their controlled business on the basis of the princinlcs 

22 

and procedure specified in the Act, Those companies 

.whose capitalised earnings cajae to less than the paid-up 

capital, "were- compensated at ten times the "ad;iusted amual 

average earnings" plus the paid up capital minus the 

. 23 

capita.lised losses and expenses not-37'et written off," 

For insurers other than those covered by Part A and 

Part B, those without share capital i-rill be compensated 

at the rate of rupee are: per thousand of the sun assured 

under each with-profit policy and those in.th share caijital 

were entitled, in addition to the above, a sum equivalent 

■ 24 ■ ‘ 

to the paid-up capital of ; the - insurer, . The Act also 
nullified the contracts between the insurers and their 
chief agens and between chief agents and special agents and 
compensated the chief agents ■ and special, agents | with the 



5 


foi’mer receiving 75- per cent of the over-riding .foiiEiission 

for a period of ten years raid the latter, receiving one-eight 

of ' his ann’.ial average ea-rnings by v/ay of commission for a. 

;25- ■ 

period of 3 years from 1952 to 1855, 

In terms of these provisions j and v/ith some roferences 
to the Tribunal and the courts, the. LIC distributed the 
compensation to the insurers over a nicuber of years. The 
niiiiiber of insur€)rs> entitled, to compensa-tlon under Part Ajn 

' O /f* 

and C was 77j89 and 68 respectively, Upto 31st March, 1966, 

the total aiTioimt of compensation disbursed cajae to 
-27 

Es, ''5,21,45 j 726. i.e,, a sum in excess of the capital uith 
which ‘ithe LIC was started, 

•f the total of 245 insurers whose coatro lied business 
Was acquired by the GovernmGnt, 16 were non- IndiaJi insurers, 
75 vjere provident societies and the rest (154) -vterc Indian 

■ ' ■ 'O Q , ■ 

insurers, including corapo site companies. The organisational 
forms of these insurers, as revoaled from the Indian 
Insurance year book for 1955 and 1956, was as foUowss 

on Life biis.iness cnlys 110 

^ :h 

a) Mutual Insurance companies and co-Qperativo societie 

:i'g g ; y':’ ' p; h g 

b) Companies; , SS 

2, ’- I'lon-Indian Insurers carrying on life business 

(as on 31st August 1956) only 3 

3, Indian Insurers carrying on life business with 

other classes of business (all comp allies) 38 

(as on 31/3/1956) 




^ 4m 


ITon-Indlaii insurers carrying on lifo iDiisiuess 
vjilli otiior classas of business. 12 

(as on ol«8~195S). 


Provident societies 
(as on 31 / 12 / 55 }. 


73 


(Ihc 

numbers .do no 

t aarce irith ttiO 

! ^ X. 

•xO 

al as soiiie 

comp 

ani os do not 

report in a, parti 

3 \xl" 

ar I'B c-iU J • 

U i ‘t/ uO i''l0 i’ iC. X 

in s ur e r s c ar r yi ag 

on 

both lifo and 

conpc-isito 

business , 10 

we re i nco rp 0 rated 

in 

U.K., 2'ea,ch in 

i-/:istai'i a 

nd Cana.da and 

ono in tenya. Some 

68 insuranca 

coriT’' ani cs 

uhich -vrarG 'in 

li pui d a ti on j 6 noii"* 

lnclir.an insurors who 


eoasod to entei’ i’utb' nov; contracts boforo 1st July 1939, 

2 admlnistrator-'ii'iaiiased corTposlte insurance companies '(Blisirat 

(’Insurajicc Company Ltd,, .and Jupitar feneral Insurance 

, CojToaiy Ltd,)' and approved sueoramuation funds, .irhich xfore 
: ;y ■, : d . , : . p / . ■ ■■ u , / : -t:: 

registerod ..as insurors under the Insurance Actj 1930 wore 

' loft out of the purviei-j-' of the 11 C, Since these i'lsurers vero, 
not in business, 'their 'exclusion did not compromise the 
ci'’oa,tion of life insurance business as a total legal pinlic 
litmopoly. By insuraince ihnenclraent Act, 1957, the Central 
Government was Ginpo.wered' tq .exempt from 'the provisions’ of the 
Act, subject to specified . conditions , aJiy insurance businoiss 
carried out by the Ctentral or a State Government or a 
Government Company.- X'hus life insurance remained a public 
monopoly though' ;pub3i.c , agencies o.trter than the/LIC could bo 
entrusted with- t.liisj business, • 

- SoiiiG liTiio rt aut ' .f iiianclal 'aud opo ratioiial, iL-fo CTiation 
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5* 

6 . 

7. 


lit the nationalised insurers is as follov/s; 

30 

' Paid-up caiaital 
30 

Net-worth 
Assets'^^ 

31 

Total Business 
Co r s um assured ) 


Rs. 1,4858 Orores 
Rs* 24, 2685 crores 
Rs, 411 orores 
Rs, 1220 crores 


Total num’ger of salried 
employee 

Total Bool: ^alue of 
Investments*^ 


27000 


Rs* 341^4 crore; 


31 


Total Book Values in India Rs* 2260 crores. 

The total size of tho life DUsiness nationalised and 
its distribution among various categoiles of insurers as at 
the end of 1955, a.s given in IIIB, was as follox'/ss 


TOTAL LIFg BUSINESS TAlCSEi OVER „ 

' DXS TRIBUTI0!r^s''at end of 19557 


1, Net j.’otal Business in India of 
Indian Insures 
(No reported i 123) 


2. 


3i 




Net_Total Business outside India 
of Indian; Insurers 
(No reported : 54) 

Net Total Business in India of 
(No reported s 13) : 

To tal Life Business in India of 
Provident Societies 
(No reported i 58) 

Total Business Taken-Over 
( 142 + 3 -^ 4 ) , - 


Ra, 9812 , 331,000 
( 80 , 67^0 i 


Rs, 920 , 404,000 
(7.54/^) 


Rs, 1385,330,000 


( 11^350 


Rs« 


52 ,870,400 




Rs ,12200 , 935,400 

( 100^0 




lotal Life Business in IndiaCi+S-^S) 
of ifhichj - 



i) Share of Non-i ndi an: insurers ; 12 , 2 8 ;^ 

(No, of Uon-Indian Insurers d 17.^ 

-Of wiiich data reported s 13/ 

# . 

ii) Share of Indian Insurers s 87*25/1 

(No* 123) 



It is cloar that, whilo the provident societies share 
was less than half a porcent, the No'n-Indi an insurers 
accounted for 12,28 percent of the life businv''ss. Even ana ng 
the Indian Insurers j who accounted for about scventh~eight 
of the life business, the insuraJice companies with over 
Bs* 5 lakhs as paid-^up capital, accounting for about' 12 percent 
of the companies, controlled over '41 percent of , the total 
paid«up capital. The, Table given- below,' based on data from 
1955^, covering 100 insurers . out of 110 falling in those 
categories (60 with paid-up capital and 40 for nutual benefit- 
societies and co-operative societies) shov/s the distribution 
of insurers according to sise of pedd-up capital,. 


Slae-grou^^) Percent of Percent of 

. Indian Insurance Total paid*- 

, . ,GoiJ 5 )aniGsCPercont up capital 

.. . of those whose , of tho're- 

. accounts were porting' 

reported) . . Insurex^s 


'-I . --4^ . . 

Less than 1 Lakh 

' 25 

5.38 ■' 

70)npf 

tile 

Co 

1 Lalch - 2 Lakhs 

'45 

27.92 

panies 

own 

about 

2 Lakh « 5 Lakhs 

is^as 

24.92 

33^ of 

the 

to ta,l 

5-10 Lakhs 

•-.iv 8*33- 

- 23,88 ■ 




above 10 Lakhs. - 

■''..■--3,33 . 

17.90 

About i 

12^ 

of the 




'ioo_,oo 


„ coi^aiiies ovm ab 

100.00 41^ of total PUC 






The life insuranco vraicn was acquelreG and 

VO Sued in the LICj had a iiieh' clograe of concentration, Thl 
Can he seen froir the beloww 

S “r r;/;:n r\T QrnvnT-'l^'TrnT '■■■T-'* a r't/^‘''’*T>nT"',yri ‘'.rr.'im rnf'. m/. r 

/jila iJ j, Q -i, XX-i. jf' U xj. 'O l-: Au L/ X i J tX -L Xi X x Xf xI'x,U 

( LIFE INS URiXICE EUSIN'ESS OF INDIAN ) ' 


dj.,2;e trroupS- 

Hot Business (Tots.l) 
(iSnri Insured & Bonuse; 


Percent of 
insurers in 
size -groups 
( tho se who so 


i cnoss UQO 
accounts are 

a - vai la ,!)!- ) - 


Pe'-rcont share of 
total net busi- 
ness in the size 
grcuiD, 


TJpto 

H 

O 

crores 

86.18 

14.57 

Over 

Ih, 10 

orores 

13,82 

85.43 

a) 

Total 

Hunibor of 

Insui’es Listed: 

151 


(li) Of i7hi.ch Insurers who business 
figures for the year available 


123 

Pe* 9, Si ? 23 j 31, 000 


Total Business (Hot) in force Ps* 9, Si, 23 ,31, 000 

Sources** IIYB, 1955 

It call bo seon that about S6 percant of the insurers 
traiisacted a little over 14 porcent of life iusuraaico 
business in India, On the other hsaicl, a little less than 
14 percoiit of the x’oporting insurers traJisacted nearly 
86 percent of the business. Insurance business had a high 
degree of regional concentration as 103 out of 145 insurers 

leaving out the provident societies, had their head offices 

:IF y F:P f"-:-!- - 

in Bombay, Calcutta, Delhi a^id Madras*. 
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There are inherent in the Indian situation good nianu 
factors liaii ting the prospects for the growth of insuiwince 
husinoss, while theoao is an undoubtedly great need for 

* ■ OQ 

■ 

this form of social. sGciirity. Life, insuraaice business is 

c5X*ei of the newer economic -activities which began in India, 

after the advent of the British on the Indian scene a.iid its 

introduction in the second half of the IQtii century liiay 

largely be attributed to the initiative of certain English 
'34 , ■ 

comiOanies* The forei,gners.* initioMS bfJiSiness of life 

Insuraace wan initially confined to insuring non-Indian lives • 

i;n,ly' and it xms o'nljr selectively that this business v;as ' 

36 

G;xtondGd.. to cover Indian lives. In factj the story of the 

d.-' vclopEciiit of life insuraJico business in India is closely 

Connected with the inanner and extent to which the relative 

roles of Indian. eJid non- Indian insurers changed right up to 

lw5d when this business was nationalised, 

; ( on pa'ge ^ 12 ) " ■ 

It can be seen from the to-blsi/on. the growth of insurance 
business that the share of policies with Indian insurance 
increasod from about 68 porcont 3-n 1930 to abotit 90 percent 
j:;;ini:i94:8 j . -I 

increasing from about one-third in 1930 to about four-fifth 

•;b-g:§hb::¥?Swadbbbfb:iQ.:ibtMi|rhbbabSIoulaf’ly-'^® 

w lod to a dem-ab-d for a big govornnontal insurance company 





ror insuring the Indian lifis "i'/hich the colonial rulers did 

' 37 ' 

notj of courses concede,’ . ihoro were oonie attempts to set 
up ins urance comp ani os liko ilad ras E qui tat 3.0 (1 829 ) , 


Hadra-S Widows (ISSi), Christiaai MutuaJ. (184?) etc, j 
effectirelyj till 1870s j this business was. largely in the 
hands of European cornpauies. Indian lU.fe (1871/ and Bombay 
Mutual (1871) may be rogarded as the first indiau insurers to 


maice their debiii 


But during the 19th centu] 


.1, , u li 6 ^ 


of life insurance wiis rather r.odost and the fal-luro of t'/o 
British insurers, the Albert arid the Surope.a.ri, oroded people’s 


confidence 


In fact, many i.nsurcrs were resorting to 
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quGstionable r-othods for securing larger business. 

This was sur ai-lditional factor which ho-lpod the growth of 
Indian insurers. For rogulati-ug- the grovrth of insurance 
0*0 lip ani 03 5 in 1S66 an Act for the rcgistra.tion of these 

companies was enacted, though the provisions of tho Indian 

■ "• " ■ u ‘ ' ' ■ 41 

coiT; allies Act 1882 wore also used for the same purpose. 

An authoritatlVG'' do count of tho progress of insurance 


business can be obtained from 


.Afisurance ioar Book 


Publlcatitn of which was star toV 


in 1914 





G ar ly deve lopmonts , 


•rliieh could in a 


concrctG sense' oe said 
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t-Iie, present Gontury Vaen rriost of the ma^or companies surviving 
up to 1956 were fotjuded^ cati bo represented in terms of 
the rise in the number of companies, total businoss in 
force in terms of number of policies and value of policies 


a,s we 1.1 as to tal 11 

fo fund. 

This is s 

ummed up in tho 


folloin.rig Table, 





GROWTH OF 

LIFE BUSIf 

JESS IN INDIA s 1914-1955 







1914 

1930 

1940 

1945 1948 

lOow.*' 






1, Ho, of Insurers 44 

68 

195 

215 209 

246 

of which 

Indian 44 

68 

179 

200 189 

229 


- 

(91.79) 

(93,02) (90.43) 


Non- Indian - 

— - 

16 

15 20 

16 


Total No, of - 
policies in force 
of which 

731027 

16,28,381 271400 

3016000 

by Indian 

513955 

(70.31) 

1371963 

(84,25) 

2370000 

(87.55) 

2791000 

(90.15) 

By Non-LndiaJi 

20270S 

181247 

261000 

234000 

.By Indian outside 
India 

14369 

75171 

77000 

202000 

Total Businoss in 

force of which 22. 

44 258,42 

304.03 

573,07 

712.76 

by Indians 22. 

44 34.89 

225,51 

459.43 

566,38 


(32.85) 

(74.17) 

(80.17) 

(79.46) 

By Non-Indians , - 

69.76 

60.12 

91.85 

101 ,08 

By Indians out- - 

3.77 

18,40 

21.79 

45,30 


side India 


Total Life funds 6.36 SO .63 , . 62.41 107.4 150,39 220.9 

(fe. croros) . ■ ' 

figwes in^brackots show- percentage of tho total 
' Sources Bajpai,0,Pi Elements of. Life Insurance . ^ ^ p.l72, 

And aay,R.M* M.fe.J|iguxg|^^ -• ^ 

::;oo * Saga of 'Security:-. Stoiry of Indijin Ufe* op.clt,p.36, 

■''1 Insurance"-.-. Bombay; -L.I.G.,1970. PP- 42-43. 


It can be seen that the grovfth record of life insurance 
in ao solute terms is fairly impressive. The number of operati'v 
policies increased nearly seven times and the business 
in force by almost five times over the period 1930-1955* 


Compared to i? 3,22 crores of life business in force in 1914, it 
stood at Es, 1220 crores in 1955. Hot only the number of 


insurers generally increased, but a large number of smaller, 

nan-viable insurers were either liquidated or amalgamated 
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mth stronger ones* The insurance business had nearly an 

uninterri^ ted period of growth in the prd-sent century except 

during the First World War aid during 1947—48 in the wak-e 

of the partition. The inter-war years, the Second World War 

a nd Immediate post-war period sax^r rapid grox-rth of life 

insurance in India* . In the early years of the century, 

there was prepoiid'eraice of proprietary conpanies over mutual 
'45 

companies. 

The process of groxrth of life insurance was marked 
by certain features which tended to influence its spread, 
its investments aid its capacity to mobilise savings. For a 
long time, the competition offered by foreign insurers based 
on their greater strength, larger business and une^.ual legal 
position affected the growth prospects of Indian insurers* 

The average insured sum per policy was much higher for the 
foreign insurance companies than for tlieir Indian ooimterparts. 
Hov-fever, as seal, aided by the hostility generated by the 
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■discriminator^ approach of foreign companies and Swad'Oshismj 

■ 4 O 

eU. /■-> 

tuG Indian companies surged ahead to increasing dominance, 

Then a largo number of insurers of various sizes came up 

at different points of time. By offering competitive premium 

rates a;id excessive rebating, these companies tended to 

underminG the viability of each other. Absence of reliable 

life tables also made s^rstematic pursuit of insurance 

business difficult. In order to attract business, the 

insurers paid leather heavy sums to their agents which incre« 

.49 

ased their cost of operations, A number of non- standard 
business practices also came to prevail* i’he most popular 
policies vrere endoment policies rather than whole life 
policies, children's endo-wment policies or limited payment 


wholelife policies 


€0 


Ihe premium income of Indian insujTers 


continued to increase apace with growing business. It went 
- ■ • * • ■ ■ : . '51 

up from ps, 11,5 crores in 1938 to rf,*47.5 crs* in 1954, 

Just as in the case of baiifcing the insurance ■ companies, 
especially the larger ones which accounted for the biiU-c 


of the insurance business, vjere controlled by the lar-ge 

52 

industrial and managing agency houses, Aiiong such insurance 
con-panies mention may be made of the National Insurance, 
Jupiter, ifew Asiatic. General Assurance, Hercules, Oriental} 
Bharat Insurance, etc, 4mong, other things, this was 
encouraging the growth of concentration as the insurers 
vjith a small base of share capital were controlling a 
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disproportionatelj^ la;rge volume of national savings. In 
keeping with the regional concentration of, insurance 

■business was also heavily concentrated in a few regions and 

.'53. ■ 

no glee ted the rural areas, 

The insurance coverage 'in 'India was very limited, . 
with only 5 imlllion policy holders in 1955 , and with per capita 
insurance in force of Rs,25 • Similarly the amount invested 
by insurance companies . was of the order of Ps#325,75 crores 
only at the end of 1955* Of this, 16*4 percent only 
CiaO* Es*53*17 crores) w’ent to the corporate sector, A much 

larger i^nt to' central state and local government securities,., 

' ' 5S'" ' 

amounting to almost 55 percent of the total* The contribution 

of life Insurance to agriculture and rural development was 

a chapter which was 'yet to begin. It could not even reach 

industrial workers in the organised sector as industrial 

. 56 

assurance was not started. 

Ihis limited development of insvu’ance was marked by 
very many malpractices, inefficiencies and frequent liquidations 
of insurance companies, shaking public confidenco and deprivi.ng 
policy-holders of their savings and security. Such a 
situation prevailed despite laa^iy attempts to regulate and 
control this business by legislation. 

In 1912 tTO separate laws were enacted to provide 
for controlling life insuraJice compaiitas and provident 
societies. The Indian Life Insurance Companies Act and 
Provident Insurance. Societies Act, modelled on similar English 
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-a'vv 


AvSj provided for submission of returns by the Insurers 


.57 


Mall;/ foreign companies ^vnicli were not prepared to furnish 

58 

such information closed down. The laiv recpoired the .Indian 

insurers to malce a deposit mth the goveriraentj but the 

foreign comp am. es were exempted from this provision. The 

deposits from the Indian compaiaies 'were not substantial enoug 

59 . . 

to prevent mushrooming of insurance companies. Neither 
a separate agency to administer the Act crea.tedj nor 
anjr restrictions on their investments were imposed. No 
measures were incorporated for investigating the affairs of 
unsound companies. Since no requirements concerning 
working capital were legislated, the .mew companies could 
■ive such funds frora out of premiuiii Incomes and v/eaken the 


de r' 


basis for firm grovrt'h of the companies 
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In . sum, the 


most important feature of t6is legislation was to provide 
for the collection, consolidation .and publication of infor- 
mation on life business in India, It could hardly secure 
any. other objective, as no other objective was sought to be 
achieved through it. The withdrawa.1 of foreign companies 
and departure from the prcictice of charging higher prenia 
on Indian lives encouraged the growth of Indircji insurers. 
This outcome could in a certain sense be related to the 
1912 Act, The 1912 Act excluded fire maiine and other 
insurance from the purview of the. Act, presijjnably because 
those branches wore dominated by foreign companias, which 



did not attract regulatory action* In sunij the 1912 Act. 

’’did not have the desired effect of putting insursiice business 

PI 

on a sound footing*” 

The other Act passed in 1912 was the Provident 

Insurance Societies Act for regulating the business of such 

societies catering to the needs of the people of relatively 

iTiodest means* These policies did not exceed H3*500/~ and 

yearly premium was Fs.2S or less. In 1946 j the maxi cum 

insurance amount was raised to Bs.SOO/-* and in 1950, it was 

62 „ • 1. ■ 

further raised to Ps.l, 000/-. These societies were 

administered by the States and there was neither any requi- 
rement of mailing deposit with the administering agencies nor 
any actuarial valuation was to be made. It was only the 
1963 Act which imposed the necessity?- of making deposits with 

the RBI as \spell as for quinauennial actuarial Valuation 

■ ^63 

and submission of returns to the Superintendent of Insurance* 

In order to strengthen tho insurance law, a con^rehensive 

draft Bill applicable to all insurers was circulated in . 

the year 1925 for eliciting public opinion. However, meanwhile 

an expert committee on insurance legislation was appointed 

in the U,K, and it was thought that Indian legislation might 

64 ■ 

await this report. Pending a comprehensive law, as an 
interim measure an Act was enacted in 1928 to provide for 
collection of statistics, including those from the alien 
con^anies. It also provided for the disposal of surplus 
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pro 
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reoort to which evcrv member appeiTcled a iiote of dissent, the 
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Insurance Act of 1938 was passed, 2he Act beca.ine effective 

67 

from 1st July 1939, xt contained many -"mistalces , contradictions 

and unmeaning provisions necessatatar^ tv^o aiaendments in 

68 - ' 

quick succession in 1939 and 1940 * 

The new law had many significant features. Its coverage 

extended to 'urovident insurance societies. Its main 

69 

features were as follows J 

1. Provision for the appointment- of a Superintendent of 
Insurance with wider powers was made. The first in- 
cumbent was appointed in 1932# 


2, To prevent the formation of mushroom ■ insurance 
companies, provision was made in the Act to increase 
the deposits v^hich tifae con^anies had to keep# 

3, General insurane'e coimianies also had to keep deposits. 

4, The Act provided a system for licencing insurance . agents 
and also placed a limitation on the amount of commission 
payable to agents. It also prohibited the payment of 


rebates* 
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5j All insurers operating in India had to obtain a 

C8rtifica,te of registration from the superintendent 
of Insurance ana had to comply with the requirements 
of the i'ctj, ' 

6* All insiira^ice companies had to file duly audited balance 
sheets, profit and loss accounts ojid revenue accounts 
with the superintendent of insurance. In the case of 
foreign companies, in addition to the returns that they 
were submitting in their country of origin, they had 
to provide detailed statements in keeping vjith the 
Indian Act regarding t lie ir Indian business, 

7e The superintendent of insurance was also given a 

considerable voice in the matter of acceptance of act- 
uarial valuations of assets and liabilities. 

Under this Act, the initial deposit for life insurance 

business imsuraised from .%,2S|000 in governirent securities to 

Rs, 50000 in cash or approved securities, which was 

subsequently to be raised by instalments to Bs, . 2 lakhs within 

'70 

a specified time limit, ^ 

Administration of the insurance controls and regulations 
"soon revealed its shortcomings in, the matter of licensing 
of agents, expenses on commission, maintenance of accounts, 
changes in management, interest, of directors in the 
•investment of funds of insurance- companies and so on,” 


I 



r i 




Ono response to such d 
pro visions .themselves 5 
in the 1938 .Insurance 
seen above that during 
and periodic amendment 


efects was tae tlgntening of legax 
as reflected in as many as 11 aniondments 
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Act bet'.'Ken 1939 and 1950, I'fe have 
the period follovjing the 1938 Act 


s to itj the growth of Insurance 


business j including grea/cer competition .among Indian insurers, 
continued except for the irmnodiatG post-pen-’t! tion setback. 
However, the structural, functional and macro-social ■'^'^eaknesses 
of insurance also persisted, Ib take an Instsaice, limits on 
tho commission payable to primary agents left niajtiy loopholes 
through which the intention may be frustrated, ’’Indeed, 
several companies 'I'^reire already circumventing the restriction, 
by appointing persons as Organisers, Inspectors, and Chief 
Agents. .These are not primary agents and hence the romu- 
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neration paid to them is not subject to legal restraints,” 
Among the amending diets, brought in for dealing with 
the difficulties experienced or shortcomings observed, tho 
1950 and 1955 Acts were fairly comprehensive. The 1950 Act 
placed limits on management e:.q)enses which could be 
incurred by both general and life insurers. It also lorovided 
rules regarding capital structure, voting rights, maintenance 
of registers of beneficial owners of shares, furnishing 


of records of general bod 2 v meetings, ending of principal 
agents* office after seven years, creation bf The Insurance 
dissociation of India and Gstabliscmiont of a tariff cornmittoo. 



It changed the designation of Superintendont of Insurance to 

Controller of. Insuranco, ' The process of tightening up 

control over life insurance 'business throug-h logislation was 

continued rig^ht up to 196o when an ordinance was proiiiulgated 

for streamlining the procedure for legal acuion against 

insurers. The ordinance was replaced by The Insurance (Second 

/miendment) Act 1955 j which caae into force from the first 
, 76 

i'iovomber 1956. ' 

Miilo such legislative enactments and their administration 
was going on, around the beginning of 1950 *s the govornraont 
had initiated, at their om level and ciuiotly studies! to 
examine the working of life insurance business ”with a view 
to determining the. measures necessary to place it on a 
sound footing*’^ '' As the then Finance Minister told the 
Lok Sabha, ’’this study was a prolonged and comprehensive one* 

We took up the question first for active consideration 
sometime in 1951* Vfe have been at it throughout the period* 
Even the first examination, •pointed, to nationalisation as 
the obvious step. But we did not want to talie a, hurried 
decision. During tills -long period, cons tdered every aspect 


of the case and every cormiEnt made and incidentally went 
on collecting our own experience of companies which vm were 
administering*" The -.study was helped by the experience 
obtained in "the administration of 'the Act (which)’ has 


afforded us an opportunity of taid.ng an overall view of the 
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entire industry in its various ramifications." 



In conducting this study, the question posed related 

directly to the relative rolos of controls vis-a-vis the 

ownership pattern. of insurance coi^anios. As the Finance 

Minister, elaborating the questions officiatly studied, put 

it, 'Vhat was the nature of those shortcomings (of insurance 

companies) and how best could they be overcome by further 

tightening of control? Or, alternatively ^ must they be 

regarded as inherent in the tj'po of management found in life 

79 

insurance in India?" Thus, there appears to do an 
explicit basis for the decision to nationalise the life 
insurance business in the forking of controls over this . 
business and the interaction bo ti-^een- private insurers and their 
public regulation. 

The arguments or case for a decision in favour of 
nationalisation appears to have been based on a combination 
of throe s4ts of factors t Inefficient and undesirable 
functioning of private insurers 5 inability of Indirect 
regulation, and control on the basis of a comprehensive insu- 
rance law, particularly in view of the ingenuity at 
contravention and manipulation displayed by the private 
insurers; and last but not the least, the needs of financial 
resources -and redirection of private investment arising from 
the Second Five Year Plan, The availability of an additional 
instrument in the form of State-owned and operated life 

insurance for the control of the private sector too played 

,'80 ■ 

a part in the decision tD nationalise# The decision was made 
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against tho backgromd of rather dismal progres-s of life 

insurance in terms of coverage of less than .0*5 percent of 

population, with a grotesquely low figure of per capita 

insured sum and highly selective coverage of life insurance. 

We elaborate this interpretation largely on the basis 

of the then Finance Minister 's speech on the management 

take-over Bill in. the Parliament and broadcast over tho 

All-India Hadio, with additional points gleaned from tho 

.81 

Parliamentary debates. 

The failure of controls and. regulations was reflected 

in many different dimensions# Even efforts at voluntary, 

self-management by adhering to a code of conduct framed by 

'82 

the insurers themselves did not succeed. For one thing, 
the statutory limit on e:Kpensos of insurance companies could 
not be enforced bccauso of the scope 'for manipulation, 
like, e.g, by appointing fictitious agents whose "main 
purpose ' seems to be to function as the channel for passing 
illegal rebates , " Ihe expenses ratio increased from 28,9 
percent in 1960 to 29.3 percent in 1954 and large insurers 
show no bettor economy than the smaller ones. 

Malpractices- with respect to the Investment of insurance 
funds were aplenty. Prior to 1951, the government did not 
even possess a picture of the investments made by insurers. 
Maintaining that the rovealation of investments position 
appalled the government, the Finance Minister said, 
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’’Loans had boon givon on every type of security- good, bad and 

indifferGnt, Sometimes there was no security at all - loans 

on shares, on agricultural lands, on barges - which indeed 

was a floating socurity - standing sugarcane crops and on 

libraries, V/ith the tightening of the provision regarding 

loans in 1950, we' thought that these tendencies would disappear. 
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But they did not only they took to other forms,” High 
expenses ratio to premium incomes and faulty investment- 
jeopardised the viability of many insurers. . ^ - 

Control over investment policy of private insurers was 
all the more difficult, first, because public policy was 
not directed to this end (as reflected in the absence of : 
returns on investment pertfolio up to 1950), and, second, 
the interest of the ’controllers of insurance coinpanies to . 
utilise the funds for financing their own companies and ; 
projects, irrespective of the interests of policy holders, . 

As the then Finance Minister said in the course of his 

■ of : / 'g; 

broadcast about the management take-over^insurance - companies 
"the tendency not infrequently has been to utilise the funds 
to meet the capital ape^uirements of enterprises, in which the 
managements are interested rather than those which are. 
clearly in the interests of policy holders,” 2hus. like 
in the case of commercial banks, the phenomenon of bilateral 
monopoly was exerting decisive, pro-centralisation influence 
on the investment policy of the insurers, making it non- amenable 
to public control on the basis of social priorities. In 
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to public control on the bctsls of social priorities. In 

order to get otor the difficulties placed on making* loans 

to related companies by insurers, debntures were floated and 

j 87 

were subscribed to I by the . insurance companies. In factj 

o¥en gross malpractices, as instanced by the case of 

Bharat Insurance and some other cases pointed in the course 

of the Parliamentary debate over the insurance talco-over billj 

could not bo prevented. Concerning such malpractices, 

Cowasji Jehanjir committee pointed out tho\ prevalence of 

the practice of illegal gains made through purchase and sale 

'88 

of securities and falsification' of statements. 

The evolution of public policy towards life insurance 

moved, from the British model of "freedom and Publicity" 

ensuring high statidards to "detallod State control" . through a 

Draconian piece of legislation, but with little perceptible 

results. Per instance, "with a view to preventing a life 

insuraiiGO company being controlled by an individual the 1950 

amendment Act limited the shareholding of any one 

person to 5 purcou'j of the capital of tlie insurance company. 

Despite this, the same individuals or groups continue to ■' 

control tho insuronos coiipanios as before. The Act was . 

circumvented by holding shares in the na.nos of family .mombors, 

friends and omployoos. We indeed ha'^G very many experts 

89 

in benaiui in this country," Other instances of 
defeating the intention of law through the appointment' 
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Of dtffiunies who passed on a substantial part of their salaries 
to those who control the emoluments to officers could not - 

ft 

be curbed. 

Thusj the experience xvith indirect steering of life 

insurance business ~ regarded as ”an essential social service” 

in which "not a single policy holder should ever find his 

life savings in danger”, showed that legislation and control 

”can no longer be regarded as giving us a reasonable chance 

of achieving our objective" and hence "it would have been 
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difficult to justify persisting with it any longer," 

What were the main elements of the inefficient and 

socially unacceptable working of life insurance which could 

not be dealt with on the basis of indirect controls and 

necessitated state take-over of life business? 

Basing ourselves on Parliamentary debates and the 

controversy on the question of nationalisation of life 

insurance, we find that a, fairly formidable case existed 
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against the private insurance companies, The major -V'' 

shortcomings noli cod in their functioning rolatod to absence 
of post-sales service, very high lapse-ratio, a variety 
of malpractices to inflate the expenses of management for 
the benefit of people who control insurance business, illegal, 
gains for the controllers through investments of dubious value 
or invostments dubiously liiade or through manipulation of 
accounts, non or dela3'‘ed payments of claims complaints about sS 

which were generally found true, high rates of premium, etc, 

The coverage of insurance was rather limited and 



and highly skewed, ainong other reasons, on account of the 

malpractices and inefficient functioning of private insurers* 

ils the f’inancG Minister suggested, "Insurance companies, 

by and large , were governed by short-term considerations and 

consequently, their activities wn re confined to urban areas 

92 

and thdre,. too perhaps to limited categories of people#’* 

¥hat is Imown as industrial assurance, covering 

people with small incomes, offering policies which suit their 

■ 93 

income and financial position "has not even been attempted*" 
Even the provident societies "which prefers to eater to the 

PQjJsEfif sections of the^ community", "ha.ve hitherto only 

. 9 A 

exploited them," They numbered over 500 in the early years 
of the century, but dwindled to 71 on the eve of nationa- 
lisation. A majority of them are insolvent or are on the 

brink of insolvencys their total assets are hardly equal to 

■ '95 

one month’s income of one insurance company# 

A clear, indicator of such inefficient functioning 
was available in the form of frequent liquidations and forced 
mergers of the insurance companies, or the need to appoint 
administrators for cloven gf them# During the decade 
prior to nationalisation,. 25' insurance companies went into 
liquidation, anothar 25 had to transfer, their business to 
other companies and as many as 75 were ngt in a position to 
doclare -any bonus at their last evaluation, lust on account 
of liquidations , "as many as about one-fifth of the total 
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policy-lioldGrs wore adversely affected, 

Tliese socially advorso effects flowing fron the 

fiuictioning; of insurance companies were bonofitting a 

snail group of irisurors who derived control over an Gnormouslj/- 

disproportionate paa-t of social rosonrees on tho basis of 

rather snail ca.pa.ta.1 nobilisation on their o\m part. As >an 

M.P. pointed out, "Insurance magnets, with a srxall share 

capital control huge funds. For example, the paid-up capita,! 

of a company like tho Oriental Life Insurance Co. is only 

Rs, 6 lalchs yot they have a life fund of more than Rs.lOO 
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crores," With the control of large business houses over 
many of the longer companies and their interlocking v/ith 
industrial caid bai^ilng companies, the control and ownership 
structure of insurance companies was geared to make 
relentless contribution to forces of concentration and 
centralisation in the Indian econoray, . 

No doubt, there were a handful of well-managed 
companies,* As the Finance Minister recognised while intro- 
ducing the Lie Bill, that there had been a few coEpanios 
which conducted their affairs well and which observed good 
standards. But given the social service charn.cter of 
insurance, tho record of better managed companies could not 
be a reason enough foi- permitting the larger number of 
malfunctioning units under private control to jeopa.rdise the 
Savings and security of the policy— holders, , 


Thus one can say thaty of their oimj through voluntary 
regulation and as a result of regulation under a comprehensivo 
and draconian legislatioiiy the life insurance business in 
India could neither do justice to its oim specific range of 
activities, nor could relate to the rest of .the economy 
in a manner which ims conductive to the attainment of broader 
socio-economic objectives, Fif more significant to a 
developing economy like that of India was the need to mobilise 
Savings for financing the plans and, through investment 
of insurance_ funds, the need to redirect the social savings 
into priority areas v That is, insurance had a positive role 
role to discharge as a financial institutions mobilising savings 
and controlling private investment by planned investment 
of insurance funds, /is the country was embarking on the 
Second Five Year Plan with a ^'jell-defined industrial in- 
vestment strategy, the life insUT-ance business held promising 
prospects of becoming a useful instrument for furthering 
plan objectives and programmes. Nationalisation of life 
insurance was considered an oxitcnsion of the process for 
this purpose initiated by the take-over of the Imperial 
Baiik of India, 

As far as the 'docisioh to nationalise Ufo insurance 
was expected to do away with ”far too unhealthy an enterprise 
shown by a number of insunanco companies,*’ it was clearly 
a step towards* making insurance companies* investment 


aid indirectly private investment in the organised sector 

in general, fall in lino with plan programmes, Howc-ver, 

this was not meant to restrict the role of private investment 

ty (Slverting insuraico funds to public sector to a greater 

extent than was prevalent during pre-nationalisation eta. 

Diu^iiig the course of tho Parliamentary debate as well as 

a part -of the Broadcast on life insurance nationalisa.tion, 

two points were made cloar that i) ’’it is not Government's 

intention to divert the available funds to the public sector 

to a greater degree than under present arrangGraents. Indeed, 

it will be my endeavour to see that at least as much nonoy 

as is today made available for investment in the private 

sector continues to be msde available," . 

ii) There was no doctrinaire or ideological dislike 

against private enterprise. Exclusion of general insurance 

was specifically cited as an evidence of- this policy stance. 

This was all tlie more significant because general insurance, 

which had greater predominance of foreign companies, was also 

suffering from greater malpractices and misuse of pov/er, 
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position and privilege. Its exclusion was designed to 
reassure the private . sector that no general ideological 
shift towards restructuring property relations was intended 
by life insurance nationalisation. 

Thus nationalisation of life insurance was not meant 
to reducG the Invostible resources available to private 
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sector* Its piirpose was to eliminate malpractices, misuse 

by malfeasance and to. render help to private sector ’’more 

103 

rationally, more effectively in a platined manner*” . 

Thus nationalisation was only to mean denial of resources to 

those who cornered them fraudulently or by violating existing 

legal provisions. Its limited .nature, v/ithout cascading 

effects, was clearly recognised. 

As a matter of policy, particularly, v;ith respect to the 

future use of the nationalisation option, one important . 

point was Qfficially made during the course of the debate 

over life insurance nationalisation. The Finance llinis ter 

argued that the "principal point about nationalisation is that 

the State does not have to make out a case that the private 

sector has failed. Nationalisation is justified on many 

other gro'uyds of ideology, philosophy, and the objectives of 

a welfare State. So it is futile for anyone to take this stand 

only that unless the Government proves as in a court of law 

that there have been malpractices over a wide extent, by 
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implication the State has no right to nationalisation,” 

Since control and regulation is negative in character, they 
can prevent "what is demonstrably bad but it cannot raise 
standards", it was recognised that the needs of meeting 
positive objectives might make resort to nationalisation 
essential. Though the nationalisation of life insurance was ' 
not based on grounds of ideology and philosophFj 


was ba^ed ‘'on the need ,to; prevent iaisuse of pov/erjposition 
and privilege' as ’’the most compelling reasons'', it was also 
based on a desire to raise positively the standards of life 
insurance for meeting the objectives of the plans. Without 
bringing- about a rupture with private enterprise, it was 
intended to make the private septor fall in line with national 
policies-, plan and priorities in keeping with the overall 
logic of the mixed economy model introduced during the 
mid“fiftios, ■' '■ . 
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1A2IQNALISATI0N OF SMAILER BMI CS 

& for the natiaraalisation of the State-associated 
bardcs in terms .of the State 'Bair^k of India (Subsidiary Banirs) 
Actj 1959 j and sudden taKe-over of six: commercial batdcs in 
1980 by an ordinances j the- take-over of many smaller banics 

« * ■ • I 

IS a, relatively little known phenomenon. These other banks 
x^rere taken-over through mergers aJid amalgamations in terms of 
some enabling provisions in the Banking Regulation Act j 

1949j' State Bank of. India Act 1955 and 'the State Baidi of 

, '1 , . ' . 

India (Subsidiary Banics) Act, 1959, ' Since the nationalisati*^ 
of the smaller baiiks followed ' two 'distinct .patterns, it ' V' 

may be convenient to discuss them ■ separately. To begin with' . ; 

take the case of the State-associated banks -and . 

subseqiien'tly of the other baiiks,' In the last section, 

•we take Up the case of nationalisation of., six relatively small 
banks^dn 1980, ; : . ' . . ' ■ 

'■ ; ‘ ' I . •l'-".-:. .' ' 

The recommendation of the Gommittee of Direction, 

All India Rural Credit Survey to constitute the SBI >jith the 
nationalisation of the IBI and Statutory amalgamation of 
ten State-associa'ted banl^s, alongwith that of some minor 
State-associated banks •was onJy par-^ ally acted upon. While 

the SBI. was constituted on 1st July 1959 with the transfer 

•' 3 ' ' • ' 

to it of the undertaidng of the IBI, the other bani^s were 
not, ro»,the time being, merged with the SBI. However, 


aw 2 


the question of eventual limclng up of these banks with the 

SBI was not closed and the statutory branch e 2 q)ansion 

P 2 ’ 0 gra™e of the SBI excluded Part B States which were the 

principal' areas of operation of the major State- associated 

banks (SiBs)j suggesting that this question was related to 

the syentual' status of the SABs* 

The SABs, started in the pre-independence period 

operated in the princely states and the princely states had 

5 

Varying degrees of interest in them. With the accession 

of these states to the Indian union, the . successor State 

Governments came to acquire interest in these banks, Ihe 

extent of state share- holding in these banks, as on December 

6 

31, 1954 is shown in the table 1# 

It can be seen that while two banks, namely, the 
State Banls: of Saurashtra and the Bank of Patiala were fully 
State-government *s owned banks, two banks, namely the Bank 
of Rajasthan and the Bank of Mysore ifere fully private banks 
without any shareholding by the State governments. Hyderabad 
State Bank had 51 percent State shareholding. The rest 
of the five banks had. a majority private shareholding. Thus 
a total of seven banks were essentialli/ private banks, two 
were already exclusively state banks and one, had a majority 
participation by the State government, ■ The State Bank of 
India (Subsidiary Banks) Ant, 195S (No, 38 of 1959) 
constituted six new banks. She undertaicings of these SABs 
were transferred to those, new banks and their shares were 



Table 2 


for the,, §:y 
0 '' 'SBr ■■■ ■ " ■ 


Hajne of tile 
BajHc taJ^Gii-over 


State Bank of 
Bikaner 

State -Banli:; of 
Jaipur 

State Bank of 
Indore 

State Bank of 
Mysore 

State Bank of 
Tra’^ancore 




Consideration/ 

comp ens ati on ■ at t ti 
tinB0f_iakS=i21§.£ - 


&, 72,50 ^ 

t 

Bs, 40*00 

• ' V"'- ” ' 

Bs, 60*33 

1^*00 
' , ' ' , ..'C 

■ ■ <r « 

Bs. 136.60 


Bs* 489.43 


Total 




state Shareholding in:. State Asspciated.. Banks,... P_ri.or 

To Hationalisation . 


Natie of Batik 


1* The Hyderatiai State Balk 
2*. The Stats Bank of Sauras'htra 
3* The Bank of Patiala 
4* The Bank of. Bikaner Ltd, 

5,. The Bank of Jaipur Ltd, 

6, The Bank of Rajasthan Ltd, 

7, The Bank of Ipdore Ltd, 

8, The Bank of Baroda Ltd, 

.9, The Bank of Mysore Ltd* 

3D, The TraVancore Bank Ltd, 


Percentage extent of 
State shareholding as on 

^* 12 ^ 954 ^ 

5lS 

iQOf^ 

lOO^t 

5,26^ 

25 $: 

Nil 

34.6^ 

16,4^ * ■ , ■ 

Nil 

: . 32,5^ , 


* (Government of Bombay) 


Sources: Unpublished Study on the Relationship of Associated, . 

' ' Banks with the SB! -by the Associated Banks" - 

Beptt, of the SBI* 
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transferred to the gBI, which was to hold, atleast 55 percent 
of their shares atid have a commanding say in their management* 
That is to say instead of amalgamating the six hanks with 
the SBIj they were made subsidiaries of the SBI. 

. After a period of nearly five years after the setting 
Up of the SBIj a decision 'was taken on the 'original reco- 
mmendation of the All India Rural Credit Survey Report# 

Though these banks were permitted to continue as Independent 
entities, their private omiefship and management was replaced 
by control and majority ownership by the SBI, As we see 
below, the Act amounted to nationalisation of five batiks with 
the exclusion of two of the seven banks viz, the Bank of 
Rajasthan and Bank of Baroda from the purview of nationa?- 
lisation, All the banics, except the State Banl^ of Mysore and 

State Banlc of Travancore ware to have authorised capital of 

for 

Es, one crores whilqi^both the latter banks authorised capital 
- - - ■ '9 

was fixed at Es* Two Grores# All the issued capital of 

10 

the new hanks was allotted to the SBI. 

The shares of the subsidiaries hanks were “freely 

transferable”, though no single private shareholding was to 

exceed 200 shares and the total of such shares was not to 

11 

exceed 45 percent of the total shareholding. In order 

to maintain SBI *s control over the management of the 

subsidiary banks, none of the shareholders other than the 

SBI were entitled to exercise voting rights in excess of 

12 

five percent of the issued oapital* 
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, ; . . 'v ■ ■ . - 

The con^jeng.a'bion provisions for converting these partially 
State government owned banlcs into a subsidiary of a State-owned 
bank stipulated payment of compensation t© every registered 
shareholder (whether a person or a State government) equal 
to. the Value of the specified assets on a specific day less 
the total amount of liabilities. While the principle of , 
con^enaation adopted in this case amounted,, to payment of the 
full actual Value of the assets computed on the basis of 
the specifications .laid' dovn in a schedule j it was different 
from the average,. .market value of shares principle , adopted- in 
the, case of nationalisation of -tl'ie IBI and the .BBI-. The . 
actual condensation amount, paid is as indicated in the 
Table il. 


The total amount of condensation for the - banks 

amounted to about crores* The shareholders had the 

option of taking shares in the- capital of the. new bahks,. in 
lieu of compensation. ■ 





As One Can Observe from the fable 3, given below, by this 
Act, deposits of the order Subsidiary Ba;cks of the SBI, 

Oil ' fe*Grores) 



of 58,?1 crores aiid advances , v/orth .’b, 32*89 were brought under 
.direct public control. The paid up capital of these bajifcs was 
Es* ■ J*65 crores, against the compensation of B3*4S9 paid to them, 
i*e, the cOEpensati on amount was I8i,5 percent of the PUG. The 
oonpensation amount was over 102 percent of , the notxrorth of these 
banking conpanies* The- taks^over of these banks could not malce any 
appreciable' difference to the p at te'?n of banking in the country, 
because all these Siffls taken ;^gether a,CGounted for a rather small 


fraction of total tanking business. In th.e year 1959 , the 
deposits, ad-vances and investments of these five banks were 
only a fractionally tiigher than 3 percent of the total for all 
the banks, scheduled and non«scheduled taken together. 

■ -Despite State- governments shareholdings in these banks 

prior to 1956 consider the :subsidiari.sation. of these. ■ - 

banlcs equivalent to nationalisation : because prior to their 
take-over, these. banks could not "have been considered * 
public; 'o-wing to minority, shareholding by the State government. 

The purpose of the siibsidiaries law was to bring these banks 
under a unified public control mthout disturbing their 
separate existence. It. is on the basi.s of this criterion 
that we did not include the Hyderabad Bank',, under the category 
of the nationalised banks as the S'tatc government held , 

' - ' - ' ‘ ■ 'M 

51 percent of its shares in 1954«- In order to provide 
for the devolution on one single ’authority of the" "functions 
of the ^tate . government of Hyderabad in relation to the - " -^1 

' Hyderabad State B'ank and- generally to secure more effective 
• sup.ervision ;Over the .affair's of the bank, particularly 
"in view" of the contei! 5 )lat 0 d re-organisation of the Hyderabad 
State, the Ownership of the Bank -was. transferred to the 
BBI in terms of an ordinance: issued on September 26, 1956-5 
the ordinance "'was subse'quently replaced, by, .'the State Bank 
of Hyderabad Act 1956, ' The subsidiaries Act transferred - . 
the StatelBabk' ot. 



to the control of the S3I, These txro banns and the State 
Bank of Patiala cannot be included in the category of 
nationalised b ulks as these banJ-cs uere already under State 
control*' Through the GUbsidiaries Act the organisational 
and management set-up was changed as these baiilis were brought 
into a subsidiary relationship xfith the S3I. But it did 
not involve change in ojnershlp. . . A" . 

Though the SBI (subsidiary banks) Act nationalised 
five banks, it had an enabling provision (Section 38) em- 
powering, the subsidiary banks with the approval of the 
SBl and unde i* instruction from the RBI-SBI. to "enter into 

riego ti ations f o r ac qui ring ' the busine s s ,*■ inc lading the as s ets 

■16 

and liabilities of any other banking institution." As 
we shall se'e, many banks were conKulsarily or voluntarily 
acq.ulred under this section, 

' ' ■' . II 

The inportant issue mth respect to the take-over 
of these five' banks, exclusion of two similarly placed banks 
from the purvie^v of nationalisation ahu subsidiarisation 
of three other SABs was the manner, in X'j'hich the recommen- 
dation of the All India Rural Credit Survey Rsport was 
changed and a new subsidiary model was evolved, 

' After the constitution of the SBI in 1956 when a 
■ decision on the compulsory amalgamation of the SABs was 



tile govemnent viey was that such ”ati- irrevocable merger^j 

which fails to offer the advantages given by the scheme 

of subsidiarisationj ’’may add substantially to the cost of 

maintaining even the existing banl-cing facilities in the 

• 22 . 

areas, concerned, ” ilerger of these banks with the SBI may 
’^Instead of solving any of our problems, may only increase 

them, by adding a’ fresh and uncertain burden to those which 

. . . 22 

the SBI has already been called upon to bear,’* 

2hus, it appears that one of the issues which mattered 
in the decision against integration of these banks with the 
SBI was the expected increase in the cost of banking facilities 
It is difficult to visualise how any costs other than 
wage-bill might go up and add a fresh and uncertain burden 
to the one already imposed by the SBI, One may possibly 
think of the- cost of opening new branches which may not be 
remunerative* But since the Si\Bs were also to -participate 


in the. branch expansion programme in their respective areas 
this cost could not have been referred to*, in any case, 
the reference was to the cost of maintaining existing banking 
facilities, which wakes this intei^p rotation ’. " ■ u 

j of additional cost of branch expansion 

unlikely. On the contrary, wage disputes of the SBI were 
referred to the National Industrial Tribimal (Bank Disputes) 
in March 1960 « 2hus, the amalgamation of all these banks 
in order to ci?eat^ large , in'teignafe^d bank ^cith allr-lndia 



postponed j the q,iiestion was referred to an. ad—hoe committee 

'17 ■ 

of the RBI in 1957, She committee recommended that, 

except for the Bani: of Baroda, the rest of the SilBs may be 

converted into, siibsidiarier; cf the SSI aiid thus ”-&hile 

securing for the . country one integrated , centralised . organi~ 

sation for management of treasury arrange raents and currency 

chests, would retain all or at any rate^ most of the 

advantages that were available then to the people of the areas 

where these banks were operating,*^^ The committee also 

had the objective of bringing about a transfer of control 

over the SABs to‘ the central government or to an institution 
.. . ■ . 19 " - ■ ' 

controlled by^it, . Ihis consideration has its obvious 

significance from the point of view of considering subsidi- 

arisation of these banks as nationalisation. 

It is significant that as far as the. organisational form 

to.- be tafen by the restructuring of SilBs x^ras . concerned , 

the recommendation of amalgamation of these banks was changed 

into that of their conversion into separate but subsidiary 

banks. The change was recommended by an ad-hoc committee 

of the" RBI in which two members wero the same as in the 

committee of Direction All-India Rural Credit Survey 

3 ,’ ■ ■ " ■ - 

which suggested amalgamation. It was pointed out by the 
Minister for Revenue and Civil Expenditure that the 
Associations and Unions of the employees of the SA3*s, 

’wajl'tod ct ooniplBtB m^rgor tli8. SBI» tho oontrs^ry » 
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There were certain other aspects concerning the special 
method used in the nationalisation of the SABs* It seems 
likely that the subsidiaries model ad op ted j partly in 

order to avoid' the e>'p}ected hike in the xvage-hill consequent 
Upon the homogeni'S3.tion of the ivorking conditions in the SABs, 
There is another important a,spect« ‘ Of .the ten banics 
recommended by the Rural Credit Survey Report for 
statutory amalgamation, the SBI (Subsidiary Banlcs) Act, 1959, 
excluded Wo banlcs, viz*, the Bai^ of Baroda and the 
Bank of Rajasthan* - 

This decision seemed to have been based on the 
consideration that the talEO-ovors were likely to cause 
apprehensions in the private sector., particularly as it came 
in the’wake of the Avadi resolution on the socialistic 
pattern of society, As the: the RBI said in 

July 1960, ”the SBI has now taken-over various State asso«* 
oiated banks as subsidiaries^ this has caused hardly a 
ripple because legislation for the purpose was passed with the 
consent of the ma,iority of the shareholders concerned. If 
I may let you into a bit of history, the original decision 
was to adopt the measure anyhow; subsequently, Government, 
very I'jiSely if I may say so, decided that an attempt should 
be made to get the consent of the parties concerned and it is 

interesting to observe that in most cases tlixs consent 

^ 28 

was readily .forthcoming. Since the consent could not be 
obtained in two eases through' “negotiated ‘settlement 



acaeptablG- in a fMendly (that is in the cases of 

30 - ' ■ 

Banlc of'Bafoda and Bank of Ha j as than) , they i^;e3?e excluded 

from nationalisation' by means of subsidiarisation, 

Thus it is claimed ; that this decision and tho method 

of arriving at it^ apart from giving claimed organisational 

advantages, was conducive ’’also to the goodmll of the 

of the private shareholders who, except in the case of three 

. : ■ «31 

fully state-owned Banks, had. maaority shareholdings. 

Thus, care seemed;- to have been taken that auy nationaiisation 
which becomes essential, either owing to some broader, general 
factor (as in the present case, mainly related to the need 
to., provide banking infrastructure all oyer the country) or 
'owing to some specific factors, it should be perceived by 
the private sector which is made to part with its 
productive enterprises and property, as . an inevitable 
act' not calculated to them' and' conducive to' their o\m 

collective, long-term interests. 

This was essential in terms of the requirements of an 
appropriate investment climate for attracting pri^nte 
industrial investment in very large area loft for private 
enterprise by the Industrial Policy Resolution, 1956, as an ^ 
integral component of the mixed -e.eiy^py model it prescribed. 
That the ..misapprehensions caused ly acts of nationalisation 
are not uniE 5 )ortant can .be.; inferred from the viei,<nc expressed 
by the RBI *s Shroff Committee (1954) cn finance for the 
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private corporate sector. Thus the exclusion of the Bank 
of Baroda (which later on grew into one of the top banks in 
India) and the Banlz of Rajasthan, in vie^v of the opinion 
of their existing ■managements and shareholders could be 
considered a significant qualification to the tsice-over of 
five -wliling banks# Its impact on business sentiment 
concerning the character and ideological and class orientation 
of the regime are unlikely to go amiss j -particularly omng 
to the organisational form of subsidiarisation which seemed 
to have . been accepted partly i-dth a view to keep the wage-bill 
and trade union demands under control. In any case, the ' 
move did provide the State mth an. important instrument for 
providing integrated banking infrastructure in Part B (i.e. 
former princely) States - aii essential step for generating 
an integrated all-India market and financial infrastructure, 

■: ■ Hi 

The.. other siimller banks wore brought under State 
owners liip 'and control over the period 1958-1968 under the, 
enabling provisions of three laws relating to banks in India* 
A', profile of 27 smaller banks which were taken over under 
these laws until 1969 (except one bank talcen-over 1S71) 
with a paid-up capital of Bs,129#73 lakhs, deposits of about 
Es. 2221.0 lakhs investments of iRs.1^0.29 and 230 banks offices 
is presented in Tables I? and V, The laws under 
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which these take-overs were affected are as follows? 

i. Section 35 of the State Bank of India Act, 19555 

. ii« Section 38 of the State Banir of India (Subsidiary 
Banks) Actj 1955, 

^ ^ 

ill. Section 45 of the Banking Begulation Act, 1949, 


. The State Bank of India Actj 1955 provides that the 

SBI 'Vith the sanction of the Central Government, ajid shall, 

if so directed by the Central Government in consultation 

with the Beserve Bark, enter into negotiations for acquiring 

the business, including the assets and liabilities of 

35 

any banking institution#” It was a provision for a nego- 
tiated take-over, the initiative for which may come either 
from the SBI or the Central Government in consultation with 
the RBI, i^parently, the S3I would initiate such a move 

in terms of its charter, i,e. provision of banking infra- 

•k; . 36 : Z:/ ' 

structure and rural credit, while the central government 

would be expected to issue directives In terms of general 

■monetary policy or in the interest of depositors, as wore 
; 'i ^ ^ ::37 ' - z: 

the .operative principles in -■these , matters. 

The Section under reference 'not only provided for 

iBgo'fciated terms of acquisition,, but,, also fux- the payment 

of. ’^consideration”, by mutual agreement .either in cash or 

number, of banl'is so merged came to 7 (see Table 71 J-- 



litany of these hanks i-jere. minor --state associated banlcs like 
Mayurbhanj State Baif -: 5 B her State Bank* Gooch Be har State 
Bankoand .Manipur State Bani-c were also transferred to the 
SBI under section So of the SBI Act* Howeverj since these 
banks already had 98,3 and 95 , 4 . percent shareholding by the 
State in 1954 their merger with the SBI was not an a,ct 
of nationalisation, but a reorganisation of public property* 
Similarly, the Bank of Aundh listed by the SCOPE as 
already forming part of the Public Sector in - 1947 , hence 

its 32Brger wi.th.^^^^ SBI in 1963 was only a reorganisation of 

- ■ ■ ■ ,,, 

public productive property. Given the legacy of the 
In^erial Banlo and continuing special relationship of the SBI 
■vdth the Governiaent, it vjas understandable that other such 
minor banks are merged \;ith the .SB! for creating an 
effective all<«India banlc for the puipose. Under this 
■provision, three very small banks, vdth paid-up capital of 
less than Bupees one lal^h each (Table V) involving similar 
aniounts in compensation (Table IV) and deposits and advances 
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of less than Ps«t\fo lolihs each were 


ilso merged v/ith the 


SBI (Table .V), 

It may be suggested that the presence of aii element 
of negotiations and -mutual agreement about the terms of 
merger reduce the element of 'nationalisation^ owing to 
the absence of a certain degree of compulsion in fixation 
of terms of acquisition by public agencies concerned. 



Sinoe the initiative for -a. merger comes from public agencies 
and it brings about a transfer of ovjnership and control 
of economic assets and activities to public j non-private 
agencies} there cannot be any sustainable objections to 
considering mergers under section 35 of the SBI Act as na- 
tionalisation, In order to facilitato "acquisition through 
negotiations", the Act was amended in 1959 to simplify the 

.■■40 

procedure. Terms of a nationalisation cannot be decisive 
in deciding whether a transfer of private -property to public 
owners hip and subsequent on eratlons under public management 
may b.e treated as nationdnisation. However, it certainly 
.affects the So cio-GcononiLC content a;id character of an act of 
.nationalisation, / " / 

Since the subsidiary banks of the SBI were to perform 
in their respective regions functions similar to the SBI, 
the State Bank of India (subsidiary banks) Act contained 
similar enabling provisions for a negotiated acquisition of 
banking institutions under Section 38." '^ 

Procedurally, this Section provided for a written 
order of sanction- from the Central Crovernment for proposed 
acquisitions under this Section, Another significant 
departure in this section in '.cop:trast- to..:the. 1955 SBI Act 
was concerning the' rights of ‘-t^^i'i^'loyees o.f the acquired 
bank. It was stipulated ; that on accepting continuation 



of employnient In the acquired or transferee bahky the , 

en|)lo;;-ees shall for felt all their outstanding legal claii^s 

43 

for compensation tinder various lavre or imitual agreements. V 
2hus wiiile both the as sots and liabilities of the I 

banlcing institution were acquired) the compensation claims ;■ 

' ' ' i' 

of the employees ware not accepted as operative, s 

y ■ Under this provision, the subsidiary banks acquired \ > 
eight banks over the period 1962-1909, (fable I?) fhe 
State Baric of Iravancore made the maximum use of this 
section. 

The Banking Regulation Act, 1949, did not at its initial 

stage, contain any provision for con^ulsory merger or 

amalgamation of banking institutions by other banks or 

public sector banks* It means the method of control aJid 

regulation of banking companies stipulated in it, did not 

include any method of restructuring banking business except 

' 44- 

through voluntary mergers in terms of Section 44A, much 
less through an expansion of public sector banking. This 
situation continued until 1960 when the Banking companies 
(Second' Amendment) Act provided for eospulsory amalgamation 
"with any well-managed institution" and not necessarily 
with a public sector or:,9* However, since tliis provision 
pbrmitted amalgamation with either the SBI or its subsidiary 
banks, and postulated "the transfer to' the tronsforoe bank of 
the business, properties, assets and liabilities of -the 
banking company on such terms , and .conditions as may be 
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specified, in the scheiae,” this section may well be considered 
an enabling provision for nationalisation. In fact, 
since it is .coinpulsorj^ r?.nialgamaticn and on terms contained 
in the scheme prepared by public agencies j there can be little 
doubt in treating amalgamations under this provision 
as nationalisation vhon the transferee bank happens to be 
a public sector bank. 

Under Section 45 of the Banking angulation Act, eleven 

banks wore amalgamated v.rith the SBI or its subsidiaries. 

Prior to such a coii^julsory amalgamation, grant of moratoriura 

to the bank concerned was a necessary pro.liminary, 

Ihis was done to maintain the continuity of business and to 

conserve the assets of the banks in the interest of the 
48 


Oompensation xfas paid for these take-overs in a 
prescribed manner by the transferee banks, i«e.j either the 
SBI or its subsidiaries, we could obtain information on 

this issue from the concerned banks (as this information 

: : ‘ 49 ; 

has not been published otherwise) only for 20 banks, 

(See- Kible I¥) * It can be seen from Tables IV and V that 

in .four cases, there is-,,a-;very close correspondence bet-v/een 

.'lU" 


the oorpensation amount and' paid-up 'capital or networth. 
In two, cases,, via*} Raikut' Indus trial Bank and. Kamla Bank 
(two very small banks xvith paid-up capital of less than a 

Es,10,000 is very much lower than their networth. In both 



- 18 


Cases j the banks were making losses; quite high in view of 

the si^ of the Bank in the former case. Bor some of banks tho 

eoii^ensation amount was rAore or less comparable to the omed 

funds of the baA?ks5 genera.lly somewhat loss than the 

capital- base* - In two cases , no 00115)6 ns ati on was paid as the 

liabilities exceeded recoverable assets. In two other cases 

also eoE5)ensation was not paid, while in some others the 

remains 

procedure for compensation payment incomplete. In some 
other oases^ ootpansation was much lower than the capital 
base^ OA/ing to either accumulated losses or sizeable liabili- 
ties. :-Wo .have seen that for the IBI and five State-" . 
Associated .banks , ; the compensation amount was .quite.- liberal 
as eompared to the amount paid to the smaller bccnks merged 
or amalgamated with public - sector banks. We learnt from 
official quarters, that the question of payment of compensation 
to the. shareholders arose only af ter making pajnnent. to- the 
depositors} etc. Hence in some cases, the. question of 

payment to shareholders did not arise, implying, that their 

' ■ ■ ' ' ' ’ . . ' 50 : ' 

deposits and liabilities exceeded their re.coverable assets, 

' ^ ’ ': ' vq 

V/hy were these 27 banks iiiergcd. or. amalgamated with 
public sector banks, thus leading to "consolidation, of -the 
banl-cing structure” and to enlargement of public sector 
banking? -Since- the laws provided for merger or amalgamation 



¥ith. any ■woll'-managed institutionj it becomes pertinent to 
enquire why the choice in favour of public banlcs i/as madOj 
bringing about not only strengthening of the structure 
of banking, but also effecting nationalisation* It 
would be difficult to postulate that the implications of 
merger/ amalgamation with public sector banks were not at all 
undorstood in terms of extension of public oi'jnership 
and control in banking* Infact j specific legal provisions 
were made in order to bring about the amalgamation of the 
small "sub-standard and non- viable bands" v/ith the SBI and 
its subsidiances (i.e. the existing nucleus of public sector 
banking) by issuing the Banking Companies C/imendment) 
Ordinance, 1961 which xvas later replaced by an Act. This 
was considered necessary because prior to the amendment, 

such amalgamation was possible only with another banking 

' ■ " . ■ , ■ ■ ■■ ■ 

company." IJox\rever, such an understanding cannot be totally 

ruled out because sometimes, the "take-overs" or mergers 

and amalgaiaations under these provisions are not considered 

: • ^ ‘62 . 
"nationalisation" in certai-n official circles. 

It may well be that these decisions were not primarily 
nationalisation decisions based on motivation 
of extension of public ownership . and doing away with a 
certain ^ea or amount of pril^ate property* The extension 
of public omership and control came about as a 
corollary.' But given : the ^annotation of the term 



nationalisation^, these changes do amount to nationalisation. 

Since nationalisation occurred as a hy-«productj there may 

not have GXLS ted any consciously articulated case in 

the official circles for the docision. But since there 

^ ' ■ ' and ' 

existed a choice he tvjeen merge s/amalgamati on either with 
a private or a public bank and the former were chosen 
in a. number of cases, it vrould bo difficult to postulate that 
the decision was made in a state of somnambulance, 

She re was a provision of voluntary merger under 
Section. 4dA of the Banking Regulation Act, 1949, but none 
of the 20' mergers affected under it involved moveioent 
of banks from private to pubU-c sector. (See fable tll) 
f hi s can be taken to indi cate that mergers involved transfer 
to public ownership only on a non-voluntary basis. If 
the total of 208 mergers amalgamations , etc, over the period 
1960-1969 (prior to nationalisation of 14 major banlts), 

64 were carried out under legal provisions which permitted 
incidental national! sationj but only in 27 out of 64 such 
cases (i.e, in about percent oases) , such a transfer 
to public ovmership was brought aboutj thus a majority of 

cases involved oonsolidation and strengthening, in terms 
of size, of private sector banks by elimination of smaller 
and weaker private, banks,. . . • ■ 

The issue .xuth which wo have to deal in this 
connection is, not, that of reduction in the number of banks, 
a.mong other things, by means, of mergers and amalgamation 
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ajad the growth of the larger ‘banlcsi’ S:e 11^ anrl i;i :2 Cfovorniaent*^.^ 
were follox^^ing■ during tliis period a po2J-cy o±’ Gliriina,tion of 
.sul>*standard and non«viable baniiing units through a process :: 
of amalgamaticn and mergers “as** the ejastence of a 
number of v/eak units with numercus small depositors spread 
all over the country placed the banlcing system in a 
vulnerable position and the refusal cf licences to sc many 

would have led to tmdeairable repercussions on ' the banking 

53 

system • Hox^ever, from eur point of view the issue is that 
of discussing the factors which induced merger with 
■publi'C sector banks ^ i'.e, the SBI and its associate banks. 

That the banks which were so absorbed were smallj financially 
weak and unbalanced, with very low amount and rate of 
returns can be seen - from Table 7. In many cases , either 
the advance s-depo sit ratio is too low (ranging between 15 
■to 3.7 percent in seven cases) or shows conparative over- 
expansion of advances (over lOO porcent advance-deposit 
ratio in three cases). In many case, in which the advances - 
deposit ratio, is around the level obtaining for the sector as 
a whole, one, finds that such banks were oiking losses 
(e.g, for Trayancore' Forward Bank, Eottayam Oriental Bank, 

Banlc -of Dewas ,, etc*) • . . 

One reason why some, of these banlcs were merged with 
the SBI and its associated banks obviously related to the 
fact that they were M banks.., like 
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Southern States of Kerala and Madras* Ont of tuelve such 
siich southern banks j two wore located in I'itirnatak (nierged 
with the State Bank of Mysore) , one in. i'amilnady (merged 
x-d.th the SBI) and the rest in Iferala which were merged with 
the State Bank 'of Travancore. Some, of these States, 
particularly Keralaj mtnessed a good number of bank failure 
which had to be investigated by Commission* Under such an 
experience with private bani-:s mushrooming in tho State y 
merger of the xiresi^er -banks with a public sector bank might 
have been considered useful from the point of view of 
inspiring confidence of the public in the soundness aiid. 
viability of the banking .system. 

In any case, the i^eightage of public sector banking 
in ttie overall banking structure , even after these 27 
banks xvere merged with the SBI and its subsidiaries j did 
not become significant. That means at the overall level, 
the significance of public sector banlcs did not 
increase in any marked manner as a result of the nationa- 
lisation through mergers of these 27 banks. This can be 
seen from the folloi,ving facts? 

Share of Public Sector- Banks as on December 29^ 1968 


Boposits 

Orodlt 

Investment 






, 29 , 
30 
.31 


. Sources' Annual Beport of the State 
' • Bank of I ndia, 1968, t3.32 


2aI:G-over of these bariks, •then:did:a:iot-' b a 

marked, change in' the pattern of' ownership and contro.l of 


banks in India* There is lit't-lo ivonderj tiiereforej 
the .nationajlsatlon of thesG 27 banks ov,er tho decade 
1958-168 has geirarally .re niaixied un-.no ticed. Even in the 
jnidst of the controversy ever the demand ‘for nationalisation 
of major commercial banks j the fact that oi-ri-ng to structural 
weaknesses in Indian bsiniclng, the State had to take-over 


27 smal3.er Panics j was hardly ever pointed out. That 
existing state intervention in banlcing up to' Tune 1969 


already had to include nationalisation . as a policy instrument 

on a none tco insignificant scale , at least in terns of 

number of banks j and that' legal provisions eim)owering 

the State to take over privato banks had found pla.oe on 

the Statute books laurgoly went unnoticed. 

However, banlcii':^ ■ regulations which were codified 

and. systematised in the fifties in the forms of the Banking 

Regulation Act? 1949 (along with many subsequent amendments), 

proceeded mainly in tei*ras of licensing, information 

:' p'la:Cjm.g' ' 

gathering and monitoring,^ restrictions concerning assets, 
non-»banking. activities, reserve funds, relationship 
with the RBI, restrictions on, loans and advances- controls 
on capital structure j. audit, inspection, control over 
management, suspension of business,, mergers, etc* 





liils policy was Implomonted by the SBI tbroi,,h 

iSSUanCG of di ■”Pr>|-n tj-z> o i • 

^i..0GtivGs xro?ri tamo to tirnp in -hr-ox 

... ^-.xac, i.n tills eoir.n3r.Tr 

oxoi-olso, change ol oTOomiilp and control did not 
^duro as an lnstr>^ont until 1960 wbon, as soon oarllor, 
.^pnlsory at^gamation provisions, Including with the SBI 
dJi its siibsiaiariGs vero inti-oducsd. in fnet t*-- “ • 

objectivos sought to be soft/pV! 4.. 

.DO .ervod by those controls related 

to ensuring sound banking practices essential for 

protecting the Interests of deposition, particularly i„ 

the light of Gxistonce of r'-mov o.-n n ^ 

the phoncaeno 

ef baruc failures causing panic -Ton- . 

t> pdiiic diiong aepositors, 

2^his was supplemented by the nep3 f- o n u .. 

^ ^ tu control credit 

creation by the commercial ban^ts d- 

uanis according to national 

monete,r3r "doIt cv thi.’or."h t? 

control V =="tentional or 

- to_s. .he take-over Of the SBI and Its five 

siibsidiaries were pdhnr. o-u^^ -r,. 

f 'cific measuros meant to deal 

Vith tte^probloMs auclsing fro,„ the special stafus of the 
ana ^ae state associated banks and the need to mairs 

US0 ol t ho Til f*Or c n f - 1 n c? - 

°™king infrastructure and so. 

lining credit gaps, in the process of Trmi i- ' 

■ ■ p^0Ct.oS ol implementing these 

controls to meet the ohiP>k.f-n- ^ 
not seen, to have cropped ,up any need to strengthen these 

•.instru^nts. 

ttone .^peaf-te.hayi!|ppp|^ , a.; 

;objeo|lve|necessi|i||;,lgggp„. ^ ■ n&e • . 


phenomenon of hanlc failures was brought ■’Jnder control and 
it was atteffioted to make credit -creation to follow the 


dictates of bud go tar J and planning policies and the .needs 


.O'f maGro«econoriils -EioiiaiOLi* 


LOUS 


our conc-lusion that the 


■■ - -Smaller banisis were merged- with 'the ^ public sector banks in 
■ an incidentsil manner based on. a specific set of factors 


without a v;ell«a.rticulated genora.1 policy-design 
cpnceriiing private or public omiership seem to be 



and the monetary policy of the country. It nis.v 
probably be 'on account of rather liiiii ted significance, 

• hardly even perceivod by those who were concerned with 
the performance 'Of' Indian banking, that the ogiostion 
of nationalisation of commercial banldng remained a' 


controversial live issue throughout the sixties. 


■ ■ V 

After the nationalisation of 14 mador banics in 1969, 
banks with deposits of loss than ib.SO crores were left in 
private hands. After over a decade, in 1980 .six more 
commercial banks were taken over by the Govorment through 
an ordinance wiiich was replaced by the Banking ' . 

Ooinpanies (Acciuisition and transfer of undertaid-nss) Act, 
1980, which came into, force from loth April, 1980* 

The six banks woros ^lie And hr a. Bank Ltd, Corporation Bank 
Ltd? The New' Bank o-'f IMia-' Ltd| -the Oriental 3ajdc-of Commerce 
Ltd; The Pundab & Sink Banks .Ltd; Vijaya Banlc Ltd* 


m 


. Shis policy was impleriiented by the- RBI through 
issuance of directives from tlmo to time. In tliis complex 
oxorciso 5 change of ovmers hip and control did not 
figure as an instrument lontil 1960 when j as seen oarH-ierj 
coEnulsory amalgamation provisions, including with the SBI 



and its' subsidiaries were introduced. In fact, the rr-ajor 

objectives sought to be served by these controls related 

to ensuring sound baniiing pra.cticos essential for 

protecting the interests of deposition, particularly in 

the light of Gxistonce of many small banits and the phenomenon 

67 

of banic failures causing panic among depositors* 

This was supplemented by the need to control credit 

creation by the comr;iercio.l banks according to national 

monetary policy through various Idnds of conventional credit 
58 

controls* The talte-oi'er of the SBI and its five 
subsidiaries wore adhoc, specific mea.surGs meant to deal 
with the problems a.rising from the special status of the 
IBI and the State associated banks and the need to malss 
use of them for creating banking infrastrucouro and^ for 
filling credit gaps* In the. process of implementing these 
controls to meet the objectives accepted then, there does 
not seem to have cropped up any need to strengthen these 
instruments by taking recourse,,. to nation;a3^,£^tion» Hor 
there appear to have emerged ' any; new, and more’ ambitious 
objectives necessitating adbptibn-of nationalisation. The 


i 






phanonienon of baTik failures was brought ’-inder control and 
it was attempted to make credit 'creation to follow the 
dictates of budgetary and planning policies and the needs. 


■ O'f mac.ro^econoiiiie nicaia^goiiient;* Thus. our conclusion that the 
-■sm a ller bcanlj:s were moraod xn.th the public sector banks In 
an incident al' mann er base d ^ on a spoclf ic set of fac tors 
without a vjell"» cirticiilated genora. ! policy»-*design 


goncerning. p r iva t e o r pub lic ownersh ip seem to be 

and the monetary colic y of . the country. It may 
probably be 'on account of rat hep limited sigrificahce , 

• hardly oven perceived by those who were concerned with 
the performance of Indian banking, that the question 
of nationalisation of commercial bonliing roraainod a' 
controversial live issue throughout the sixties. 


After the nationalisation "of 14 major banlcs in 196S, 
banks with dpposits of l.ess than is.SO crores were left in 
private hands. After over a decade, in 1980 .six more 
coinmorcial banks wore taken over by the Government through 
aJi ordinance which was replaced by the Banking , ' ■ . 

Oompanies (Acquisition and Transfer of under tailings") Act, 
1980, which came into force from ISth, April, 1980* 

The six banks woros The Andhra Bank Ltd,, Corporation Bank 

Ltdi The New Bank of India Ltd*, the/ Oriental Baiilt-of Commerce 

t/yi/l?/;::/-::ii:i"o-.:-/::v 

Ltd; The Punjab & Sinlt Banks .Ltd;, 7i jay a Banl^ Ltd. ' .... 



TIif/sB bailies viere selected on the basis of a cut-off point , 

- - ■ ■ ^ 60 
of depos.ltis v-jorth R3*200 erodes and above as on 14th March 3S80, 

Total bank deposits thus transfarred from private to 
" 61 '■ ■ ■" 


pub 

l.ic control .Gsaeeded 

Es,2,000 

crores . 

Other facts about 

tha 

financial - and operational pc 

) sit ion of 

tliQse banks are 

as 

follows; 

. 

. 

- ‘(Ss#' ■ - 

Crares)- 

S..E 

0 . Harne of the Bank ' 

Paia up 

Ga’Di'fcal 

Het Worth Advances 

Cornu an sation 
lamouht receiv 

!• 

Andlira Bank 

1.00 

5,0015 

270.1086 

■ 6^0 4 

2 . 

Corporate Bank 

1.00 

2,4273 

111,4653 

1.80 

3. 

Hew Bank of India 

0.7560 

4.4587 

200.2980 

5.10 

4 • 

OrientsSl Bank of 
Commerce 

0.2184 

1.3394 

115 .5966 

1.00 » 

5. 

Punjab & Sind Bank 0 .8904 

2.3506 

242 .1384 

2.10 

6. 

Vijaya Bank 

1.1764 

3,0399 

131,3842 

2.40 




To 121.1 


5.G412 18*6174 1120.9918 


18 *50 


Source; EBI* Statist;leaX Tables relating to Banking in 


'V‘ 


!Ilie_ Stated objectives of taking over of these s 5.x banks ^ 
as given in the Act, were of a very general nature like to 
control the heights in the economy, to moot and servo better 
the- needs of development of the.-.econo^.j^^'"’^- promote the 
welfare- of the people in ebnformity with'^-tho Directivo 
Pr.lnciplcs of State Policy* The take-over of 6 banks may 
presumably contribute to the atteinment of the stated objectives* 




m 



29 


in other sectors and 
take-o' 


activities 
couid . 


Howovcr j it is not at all cloar if 
not Iiava contrib.i.ted f^r mcirfr effectively and to a grt-ater 
extent to tliG atlnirrinont.of the sem© set of goals#. Fo.r 
examplG, even la th-j spii-.ro of bankingj private, foreign banks 
vero pQKnlttod, to continue under the existing private 
managements. Given the size and significanco of those 
foreign banks, on the criterion of the stated objectives 


alone, tlicfo Is little reason to believe that their take-over 

could not have served the same' ends bettor# Merely the 

need to increase the share of so-called, priority'' sector 

lending by those s5-X banks by a fe-w porcentagG points Calrcady 

.6; 

in 1978 their share in such lending came close to 31 percent) 
does not sosm:^to be too compelling reason , The movG 
to take-over the sik banks, through an ordinance, came all 
too suddenly as there van neither any public coritroversy ■ 


over or demand for lako-ovcr of tho remaining private banks, 
nor any official s-tLidics, onqulrios etc* on the issue ware 
roported . 

In the d'-'bate over the bill in tho Lok £Sabha, it was 
pointed , out tiiat the nationalisation movo ■was initiated just 
before the Assembly, .bloc tions were to bo hold owing to 

■ . ' ■ ■ '■ •" 04 , 

dismissal of non-ru3d.ng park^r state governments. If tho, 
imputation lias any substanco,,.. it. bring out tho rolo of . 
nationalisation In, swing voting behaviour, indicating the 
appeal of confiscation, expropriation or deprivation of tho 





propertied to the gonoral massoa a poor, underdeveloped 

capitalist economy. In so far as the rate of growth of deposits 

with those six banks was head and shoulders above the growth 

65 

roe^ard of public sector banlcs, it indicates that private trade 

and industry in India, wiiich -was nailing use of the banking 

system for their facilitating their opera.tions in the black 
66 - ■ 

economy, found reasons to repose greater faith in private banlcs. 

It is also possible that mth the bigger banks already under public 
0T/^;nershlp and control, tho smallor banks fa.CGd somewhat less 
powerful oompetiticn and expanded at a relatively/ fa.ster pace, 

This step also brings out that partial ns,tionalisation of aJi 
economic activity, especially when future opera.tions in the 
sphere of action in question are not precluded from private banks, 
creates a discriminatory framework in which some sections find 
that their economic prospects became brighter. Thus, it seems 
reasonable to presume that the public acquisition of 14 major 
banks created a sitiiation in which the relatively smaller banks 
found excellent opportunities .for growth. However, nationalisa- f 
tion of 6 banks on the criterion of deposits exceeding Ps,200 
crores showed that their initial gains from 1969 nationalisation 
was lost in 193) when suddenly the aze fell on -them, 

From the view point of tho. character of- the India State and 
the relationship between tW dominanfe^nddsses and ' the ruling po« 
litical strata, one firds 'that , the' iSldrests of a certain group 
or section of the fermer 'has'''-at times to be sacrificed in a scheme 
of partial nationalisation' with discretionary choice of the ob« 

jects of nationalisation." This' is -an important part of the workLiit' 
©f varipus spheres of our couples social reality. 
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1, In th,G case of the former. Section 45 and in the case of 
the latte Tj' iSection 38, The S3I Act 1955 also had 

such provisions under section 35, 

2, Bgl.. General Report . Volume 11, Bomb ay 5 1954 p. 404. 

3, ' Hi story of the RBI. Bombay. 1970, p, 532, 

4, From an unpublished study "-(typed ) the Associated Banks 

..Depth, of the SBI on the Ikslationship of the SilBs with 
the SBI, Chapter II, p,3. Later referred to as 
unpublished study, 

5* Ibid.- , p*13« 

..■ 6 # \ 

7, Mnistry of Law, Government of India, Ihe State Banlc of 

(Subsidiary Banks) Act, 1959, Chapter 1, Preliniinary* 


8, Ihe ^t, op,cit, , Chapter II,, Section 3,7,9 and 10. 

9, ; The Act, ou.cit. Section 6 


10. Ibid ^. Section 7(2) 

11, Ibid . Section 18 and 19 
^2, Ibid . Section 19 

13* Iblh , First Schedule 

14. See Tab?Le II 

15, Government of India, Ministry of Finance, Report - 
10* She Apt , op.cit . Section 38, 



17,' .Unpublished Study on, SABs,, op.cit . pp.3«*4. The Committee 

consisted of the Governor, SBly^’Tiai rraan , SBI.; Shri R^ Nath, 
".Prof, D .R, Gadgil and Shri .B., vbnkatappiah. It may be 
noted thaV'the last, two numbers were .common to both the 
above-mentioned committee " and the committee' of Direction, 
All-India Rural Credit Survey, which gave a different 
model than sub'sidiarisation, ' sf* 

19. Idem. I 

7 ^ ' I' 
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20 « Ibid . ,p , 5 . 

21 • i.bid. • ^ p # D « 

22 . Ibid . , 



Iteport: of the Ceiitral Board of Directors, for the year 
I9b2« SBI 5 Bombay. p*l5« 


21 , . Ibid . j- p , 6 , 


25, It was pointed out in the same debate that "the SB is 
going to have 55 percent shares. It is going to be tte 

dominant partner in the reorganised baiiks." Ibid . pp,7~8. ■ 

26, Idem . 

27, Xdem y iis this study mentions 1-a ter on, "The basic rationale 

for establishing the control of SBI over the associated 
Banks was: (a) to integrate the basic infrastructure of 
banking and to bring it under indirect control of the 
Central Government and the to ensure that 

canons ; 0 f sound banking are observed in the policy and 
operations of the Associated Banics. and (c) to ensure 
their effective, consonance with nafaonal policies” 
am.'-p.is. ; ■ 

Ibid . . p.9. She Speech of the Governor > RBI 5 at the 
Advanced Maiiagement Seminar . at Srinagar, 

29* Ibid , j p .S. 

30, "The managements of the Bank preferred separate, independent 
e^dstence”. Ibid . j p.ll. 

31, Ibid . . p,9 ' 


32, Government of India. Planning Coninisslon. Seco n d Five I bar 
Pl;.in. New De Ihi , 1956 , pp ,43-50 . 

33, The Committee said, that ”in the past few years several 
changes have occurred in the ’’socio-economic climate 

of this country, which tend- tq- discourage and discredit 
private enterprise". Quoted, by B^shok Mehta in lok 
' Sabha Debate on SBI Act, 1955, Lok Sabha Debates . 1955. 
Part II, ?ol,4j p,6261,.-, , 

34, RBI, " Trends and Progress', o.f Banking, iii India.”.. ,1960 . 
Bombay, p. 28, Tlds provision. was inserted by the Baking 
companies (Second /imendment),- Acti'^ 1960, (37 of I960). 
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37. 


38. 

39. ' 
39'a* 

40. 

41. 

42. 

•Is., 

44, 

45, 

46, 

47, 


48, 


The Act, Section 35. 

BEI, Report of the GorMttee of Direction j /ill India 
Rural Ored.it Surve 3 ^ j QUyClt . .f, p.404. 

Ghosh. DoN, Blinking Policy in' India . , Bombay", ilLlied j 
1979 , "Iho ohject of banicing policS" In the post- 
1950 decade being to protect the interests of depositors 
the entire regulatory and supervisor;.^ ai^paratus 
develo-oed bv the authorities was built unon this preniise 
P.59. " ^ ■: - 

Section 45 ( 2 ) and ( 3 ) 

Unpublished Stud;?- by the SBI, op.cit . 

SCOPE, P_ei-forinaiice .of ..Indiali.,Pum c_..Bn:^^ 
le-w Delhi j 1978 j p«237| 

SBI ^ Report of the Central Board, of. Directors £0.r__tli^ 

Bombay 

The State Bank of' India CSubsidiar;'- Baiilcs) Actj in 
£ he_IMi_a._.God e..y op ...git . 

The Act, on .cit. Section 38 ( 2 ) 

Ibid . Section 3S (8) 

BBI , Trends and Progress of Banking in India . 1960 ,p , 28. 
I , t3.em . espiiasis added 

Governraent of.IMia, Minis tr;?' of La;v, The Baiiking 
Re gulati on Ac t , 1949, (10 of 1949) ' (as modified up to 
Tsu tui;-, 1960} New Delhi, 1966. p,49. Section 45 (s) 
( 6 ). 

• -Trends and Progress of Banking y 1960 . op.cit, , p.28. : 

letter ■No,0PR/No*011323 dated istt March, 1981 and a 
_ subsequent letter from, the Operations.iili^ptt. of -ijhe 


50, 

Z to the . 
author 


note No, 52, Letterlfrom the SB of Travancore-- 
No,AMAG/3850^dated September 16, 1981. According to 
the procedure described in it the transfeiee banks ka-vt 
in order to find out if 'a surplus or deficit exists. 
This has to be approved . by the mana.g8inent of the, trans- 
ferred bank and the RBI, In case there is 


35 - 


deficit no compensation is paid. If there is a surplus 
generally it ¥as paid to the shareholders on a pro rata 
^ basis, . 

51 , BBI , /ipnual Report of the Central Board of the RBI « 1961 . 

Bo mb ay j 1961, p ,28, 

52, Trends and Progress of BaiilcLng in Inlia j 1965 j op.cit, 
for examnle, in a letter to the present author No .D.O. 

DBOD No.‘Rec/106/CU2C'3«Sl dated March 26. 1961 the Executive 
Director of the RBI saysj ''Ihese baJoks . .("the banks 
amalganiated under Section 45 of the Banking Regulation Aetj 
1949 and taken over under Section 35 a;id 38 of the State 
State Bank of India Act, 1955) cannot be deemed to be 
nationalised and j in fact j under the scheme . the payment 
to shareholders is considered only a.fter full payment 
is made to the depositor etc, Ihough in most these cases 
the question of payment 46 shareholders did not arise j 
we are not in a position to furnishteank-*wise details in 
view of the provisions of Section 28 of the Banlcing 
Regulation Act”, It permits publication only in a 
eonsclida.ted form. 

Hcvjeverj we could obtain the information about the 
■ . ■ procedure for determining compensation amount and the 

compensation figures for as many as 20 banks from their 
successor banlcs. 

53, RBI y Annxxal Report of the Gentral Board of the RBI. 1961. OTp.cit i 
gp*45«4^4, Frahcis j -.A.K. y Bank Mergers! n India. 196Q«-«65 • RBI Bulletin . 

A Oc.t, 1966, p. 1153. , . 

: 1 . 55, CtQIj. Ministry of. Finance , Report of the Iravan.core*«Cochin 

( ■ BADfclng E nq uiry Gomifassion } Delhi, 1956, ■ 

56, Government of India, Ministry of Law, The Banking 
Regulation Act, 1949, Delhi, 1966, in general, 

57, "The Banicing Companies Act, 1949, was enacted mainly for 
the purpose of 'protecting the interosts of the depositors, 

As and when experience shaT,'/ed that the provisioKWS 

■'.rere inadequate, fresh provisions vre re added to the Act 
or the existing provisions were amended,” IisTDprt 
of the Banking Commissiori. GOI, 1972 j Delhi, p,30. These 
iteasures were tightened up in I960, to provide for 
compulsory amalgamation, ”the failure of the Laxmi Banlc 
and the Palai Central Banlc in I960 focussed the atten'tion 
of the public and the authorities on the inherent risks 
involved in allowing a, large, number of substandard 
banks to continue to function.” ibid . p,31. 




the aer.ort of the Baakirn; .Coriiaission , op*cit. pp •17-18; 
put itj- "The major objectives of monetary' aiil credit 
policy during this period were the follox-n-ng:- (a) to 
contain inflationary pressures mthout affecting production 
(b) to discourage the hoarding of particula,r strategic 
eoimiiodities in short supply; (c) to encourage the flov/ 
of credit- to certain desired chaniielsi and (d) to 
introduce' measures for strengthening the banking system 
and creating institutions for filling credl.t-gaP3*" 



The Banld.ng Companies (Acquisition and Transfer of 
Undertakings) Act, 1980, The Gazette of Indi'a . 

Extra Ordinary ;• Part II, SectT3Ii’T71f0'736 , lltli August, 
I 9 S 3 5 pp# 349— 261, . 

Lok Sa.bha De ba-tos'. Seventh .Session, 701,4, -June 16,1980 
Gol,2S3. ^ 

Kamal Nayan, ."Tad-ne over of '6 Banks is Welcci^e But‘(,„„^n 
xUew Ase , April 27, 1930, p.4. 

The Act, op, Git . 

Economic Times, April, 1980, 

Lok ■ Sabha Uebates , Qr>>cit » , cdl*301 

Ibid col.283. 

Ibid, col, 301, Also, Kabra,.Kamal Nayan, The Black 
Economy in India, Ghanlcya, -Delhi, 1982, " — 
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Table VI 


^ • 'Various. Laws Under ^ 7 hich the Smallef Banl-cs (2?) ¥ere 

layrPJialiSgl'” 


La.w under ifhl ch tak gi'i-G rd.r 

tl0 Ac -Lb^So 


Section,, 35 of. 


o 

i-i# 


7 ■ 

, 8 


■u. 


II, 

1 . 


9 

Cl* 


3, 


Section 38 of tlie SBI (Sub3idia.ry 
Barics) Act, 1963. ■' 

Section 45 of the Banlang RGgulatio.n 
Actj, 1949, 11 

Section 22 of the Banking Regulation 1 

Actj 19-19, 

Total 27 

Nationalised Smaller Banks i by Number of Branches 


More than 10 BraJiches 
Exceeding 4 but under ten 
Eocceeding one but under 4 
One branch 
To tal 


« Seven banks 
- Two banks 
« Seven banks 
"• Eleven banl':s 
„ Twenty Seven 


wnre^'nei^ed~~or ~''^^^ 


State Bank of India 

State Ba3ik of Travancore 3 

State Banli of Mysore, State Banlc of Patiala 2-!>2=:4 _ 

State Bank of Indore, Chartered Banlc 
State Bank of Bikaner & Jaipur 
bbbi:-:.b 


Ore ' 0 ac h 
3 
27. 
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Nationalisation of Ma.ior Commercial Banks 

Fourteen major commercial banks' were .nationalised 
In July 1969, It was an Important landmark In the 
^volution of Indian policy towards nationalisation. 

The legal process of take-over of the ‘banks, salient 
features of the law and the size of the take-over are 
discussed in section I, It also discusses the issue of 
compensation. This di'scussion is intended to throw some 
light on the form and content of nationalisation. In 
the following section IT, we discuss the main trends and 
characteristics of the development of banking as it is 
expefted that these features had a bearing on the evolution 
of public regulation and control of banking which 
culminated in ' thetr' nationalisation. 

■Section III is devoted to an examination of various 
government intervventioi^ in the field .of commercial 
banking and their eventual graduation into banking 
policy. Ih' the course of this discussion some attention 
is given to the question of factors influenciag access 
to bank credit and the role of ownership and control 
in this connection. These issues are analysed in order to 
assess the rationale and limitations of indirect controls 
In ad:ilev±ng social objectives, ,^eclfic attention is 
given to the experiment with lifeat was called 'Social 
Control' of bank'^ 


TMs -diacusslGn brings out the eradual movement 
away frogi , milder -to' ktronger forms and methods of control 
over commercial hanks particularly in view of the 
changing needs of the Gconbny with respect , to the credit 
system. Hencs in section I¥ we attempt an analysis'of the 
broader econom^r-^^Ade and sectoral factors which might 
have contributed to the decision to nationalise the., 
commercial banks. Ihthis rospect we also refer tothe 
role of politics cmnected with banks' take-over. Towards 
the end, we,, conclude by briefly putting together dur 
major findings with respect to the policy options ranging 
from ad-hoc interventions and comprehensive law for 
control and regulation of banking to the State take- ' 
over of banks.; ' •' ' 

' I , ■ , ^ 

Nationalisation of 14 major commercial banks, '-each 
with deposits of not less than Ks.50 erores, took place 
on duly 19, 1969 by a Presidential Ordinance, called the 
Banking Companies (Acquisition and Transfer of Undertakings) 
Ordinance, 1969, which was subsequently replaced by the 
Banking Companies (icquislt ion arid' Transfer of Undertakings') , 
Act, 1969 (No. 22 of' 1960), passed in August 1969^. The. 


take-over could net become fully effective on account of 

an interim stay granted by the Supreme Court in response 

2 

to some writ petitions. The* Supreme Court, while (by 

■ % 

a majority Judgment) upholding the competence of 
Parliament to legislate for nationalisation, struck down 
the Act 22 of 1969 in its entirety on accoimt of three 
factors, viz., hostile discrimination against the take- 
over banks, restriction of thc^ right to carry on 
business and determination of compensation on the basis 
of irrelevant principles.- These ^objectionable aspects 

were considered inseparable from the main Act*, hence the 

3 

whole law was held void. 

This necessitated a fresh enactment, called the 
Banking Companies (Acquisition and Transfer of Undertakings) 
Act, ".970 (Wo, 6 of 1970) which removed the defects pointed 
out in the Court ludgmfent. The law was given retrospective 
effect from July 19, 1969. 

The original 1969 Act stated its objective as ’’to 
serve better the needs of development of the economy in 
conformity with national policy and objective*.’"^ The 
statement of objectives in 1970 Act specified that it 
provides for ’’the acquisition and transfer of the 
undertakings of certain banking companies having regard to 
their size, resources,, coverage and organisation, in order 


to control the heights, of the econony, and to meet . ... 
progre ssivoly and . serve tetter ,, the ^ need's of developaent 
of the economy in conformity with national policy and 
ohjectiVGS.*’® , This- Is 0; far more^ specific ■'■statsmsnt of 
the objectives of taka-over in terms of extension of 
public omer ship and control -Tor regulating the ’heights^ 
of the economy i.o. , large and concentrated centres of 
economic .power and for contributing to economic 
development in a progressively better manner, UditionalliT- 
it specifies the criteria for the selection of the banks 
for take-over (size, coverage re sbur cos, organisation), 
which, being a. -part -of the statement' of objective, gets 
related to the -objectives of nationalisation. Though, the 
change came about in order to meet the objections raised 
in the court judgment ^ it -made for greater clarity in 
the stated objectlYes of the move to take-over 14 major 
commercial banks,. ' F.-- ■ ' ■ ■ ’• 


The new Act also took care of the -other points raised 
■' in the judgment of the Supreme ^Court., , For one thing, it 
Itist specified the amount' of compensation which was to be 
paid to each existing ba.pk (wjLth out stating the- principles 
for determining the, amount) an|I the.., mode,, of payment ' 
consisting of three opt ions. )or any ccmibliiation of th^.-: 
As a result, of the 14 nationalised banl?s, 2 .opted .for-,, 


cash payment of entire compensation and the rest for a ^ 

7 

combination of cash and government, securities. The 

1970 Act also provided that the pa 3 niient of compensation 

is to be made within 60 days of the receipt of option 
■ * *0 
concerning mode of payment from the banks. Thus 

financial resources ¥ill be available to the existing 

banks more or less immediately after take-over. The 

Second Schedule of the Act showed the amount of compensation 

payable to each bank^ which ranging from Rs.2,30 crores 

for two banks was as hish as' Rs, 17, 50 crores for the 

Central Bank of India Ltd, (See Table I) The total 

amount of compensation amounted to Rs, 87, 40 crores.^ 

This amount was 13 percent higher than that provided in the 

earlier law held void by the Supreme Court 

The 1970 Banking Companies take-over law also made' 

the law free of objections from the point of view of one 

the supposed unreasonable restriction on the. then existing 

hanks In carrying on non-banking business 5 second, hostile 

discrimination against them in -so far as they were 

prohibited from carrying on banking business, while other 

non-nationalised Indian .and foreign banks were not 

prevented from undertaking banfcirig business even from 

going in for setting up new private banks* The new law 

did not contain any express prohibition in respect of the 

existing banks to carry on banking business.^ 


- 6 - 


' One can ' say that apart from delayimf implementation, 
nothing very significant was ’ a chit'ved specifically with 
respect 'to' take-over of KialGr hanks, by going to the 
Court except a 13 percent increase in the amount of 
compensation and pforipter payiant* The law also vccquired 
relatively greater clarity with respect to statement of 
its objectives . However certain judicial pronouncement 
■on the c[uestlon of compensation contained in the judgment 
on the bank nationalisation case were seen as impediments 
to future nationalisations of big industries. 

In terms of the provision of the Let, the Central 
Government, in consultation with the RBI, is empowered to 
reorganise the hanks by reconstruction and amalgamation, 
appoint Board of Directors and datermine their capitol 
structure-, ' The Board of Directors to be nominated 
by the Central Government, was to Include representatives 
of the' 'employees and depositors of each bank and persons 
to represent the interests of farmers, workers and 
artisans. It was also provilod that the nationalised, 
banks shall^'b'e guided by policy directives issued by! 'the 
Central Govemfient after consultation with the Governor 
of the'RBi,'^® „ :■ ' 

Th'^se -'provisions 'of the 'nationalisation law ensure 
that the batiks ..-sirtll be^ the control and supervision 

of tbo Central Govsiiiriaiit# For the purposo of carrying'' 



»- Y 


out the functions of controlling and directing the banks, 

a new Banking Department was set-up in the Ministry of 
17 

Finance. Mot only the govemiriGnt is entitled to issue 
directives concerning functioning and policies to the public 
sector banks, but were also empowered to Reorganise and 
restructure them. Moreover, while representation was 
given to employees on the boards of the banks Cunlike 
earlier bank, life insurance and civil aviation take-overs), 
no statutory stipulation concerning adherence to sound 

banking principles as was done in the case of the State 

■ - ■ " " 1 8 '■ 

Bank of India was imposed* The implications of this 
omission could ,be serious. 4s was pointed out , "It hardly 
needs emphasising that it would be imprudent to give credit 
to a farmer merely because he is a farmer. Unless the 
bank satisfies itself that the farmer is credit-worthy 
and will be able to repay the loan in time and without 
default, the -loan should not be sanctioned. Business 
principles therefore, become the guiding criteria in 
day-to-day operations."^^ What is apparent is that the 
absence of .allusion to business principles may enable the^^' 
banks to go- in for nbn-bonventional business practices 
like adoption of a' different type of criteria governing 
credit -worthiness which is more in keeping with the 
inherent nature of public sector banking. This may 


^ 8 


seriously Influence' snl hence the _ 

anxiety on 'the part of- the established business, interests . 
about the absence of such a provision. 

• ' In . so far as the take-over law provided for the 
representation of labour, agricultural and small industry 
intc-rests and prof e'ssionsls like economists, it was a step 
towards comparatively greater demo crati sat ion - than /seen' 
in earlier. takG'-ove.r la:ws,' its we shall have occasion to 
see, in the course of the dehate on the nationalisation , 
bill in Parliament, as also in .many official publications, 
there wsls ' a detailed exposition of the new and progressive 
tasks assigned, to the nationalised banks. 

The amount of compensation paid, to the interests who. 
owned ’ahd controlled the banks can he significant in 
determining the socio-economic character and content of 
netionali^htlon. Banking heing idiat it is, not much 
significance can be attached to 'the relationship , ^ , 

discovered between the compensation amourit paid to a bank 
and either the amount of ■dhpo-sits .mobilised or advances 
made by, the banki' ^ This-^ becomes 'clear if one looks at 
the ratiD,,of, networth ■(om' hapital)^ deposits’ of Indian ' 
banks. ,:5‘or example was, pointed out' that "the' ratio • 
of paid-up capita,!"^ and'-- reserves to deposit^'-^^#'- Inclian ' " 
banks had _ steadily d.h^in<ld' ''f 

6 percent in i960, and in the. case of sever'a.l‘ banks to 
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even below 5 percent.” These facts show tenuous nature 
of the relationship between the capital. base of a bank 
and its deposit vaobilisation. What is considered a safe 
level- of this ratio is also not very high, as the law 
requiring the banks to transfer a part of .their profits 
to the reserves stipulated that the process of such 
transfers should continue "till the ratio of paid-up 
capital and reserves reached T# percent of the deposits.” 

It is clear that since there is very weak relation between 
networth and 'deposits, there can be little point in 
relating corapensation to deposits* ' iLfterall, ^ t^ deposits 
are hank* s live liabllltiQ.s* The same' applies 

with respect to bank advances-,- whidi are unencumbered and 
are no durable assets of a bank. Some idea of the 
relative magnitude of compensation can be obtained by 
looking at dt as percent of the networth of banks. In 
Table I, we see that for all the -14 hanks taken together, 
the ratio came 'to about 126 percent, : It was higher than 
the average level for four relatively bigger banks. The 

r. , 

range of the ratio extended from just a little above 
100 to 141, It means that while every bank was given 
compensation at least a little, more than its net worth, 
in some cases the compensation exceeded net worth by over 
40 percent. Compared to other nationalisations up to 1969, 
the scale of compensation payment was not on a higher 


:-"V' , ■ ■ -''IX) ^ 

.On? the. -eve of nationalisation pf 14 hanks, the SBI 
and its siihsidiaries already a nncleiia of public , . 

sector -hanks,,: accounting for about '27 perient of the total 
.-deposits and, noarl"^^ 30 percent o-f all hahk offices. ,kt 
the time of take -over, total rkpo sits of these hanks - 
.stood at Rsi2626,2 crores, forming ,56 percent of the total 
for the banking system.'' >4ith their 4168 branches, they 
contributed 50 percent of the bank offices.. Thus,, the 1969 
take-over brought the share of nationalised hanks .in total 

■ ' • ■ ? " . - ■ P4 

deposits to 83 percent and in bank offices to 80 percent. 
The share of all nationalised hanks in total bank credit 
came to .82.8. .percent , A.ftef nationalisation, 16 foreign 
banks-, (including 2 under the custodian of Enemy .Pipperty), 
35 scheduled .Indian hanks and 17 non-scheduled . commorcial 
banks,-, i.e,, a total of 67 banks remained in -the. private 
sector, though their share of banking did not exceed 
20 percent. Except some foreign banks, all the remaining 
private banks had deposits below fis.SO crores. However, 
there was no provision that \}hm these banks exceed the 
cut-off point, of Rs,,6P .crores of ^epo sits, they would be 
taken-over by the government, . h ' " ■ - 

If banking, insuance an.d;,term-lendin|. 
form the main body of ' India 'sdorganip^ financial sector/ 
the take-over of 14 ma^or bB-r&s; -^iitrlhuted significantly- 


■'b 




to give the public sector commanding heights in the 
OMTier ship and control of this sector. Apart from a small 

fraction of hanking, general insurance was the main 

remaining part of the financial sector.. The long It erm 

financial institutions formed a part of the public sector 

as they were created by the government through fresh 

investments (by '’nationalisation of the vacuum" as 
26 

Micibael Brectier put it). In this sense,.’ alongwlth many 
features of the law vihich enhanced the public content of 
the take>-over, as seen above, the take-over of 14 major 
banks was one of the most significant na,tionalisatlon 
measures adopted in post-^independence India. 

The partial nationalisation of banking is not exactly 
similar to the take-over of Industries, In the later case, 
private property in the form of physical capital goods, 
organised as running enterprises, are transferred from 
private to public hands for continued operation. In 
banking there is very little physical protJuctive capitali 
it does not produce material goods but makes money capital 
or finance available for acquiring the physical wherewithal 
of production. In fact, 'the ratio of banks' owned capital 
to the deposits it mobilises (the basis of credit creation 
by banks) is, even in the most ideal conditions low* being 
in the range of 7 '^to 10 percent. In India, it became 
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very low on the eve of nationalisation^ 'being as lox^r as 
a little oyer one percent,"^ ■, Thus, the signifieance of 
5 bank nationalisation is not In tenns of the transfer 
of physical, pro^luctive capital assets. Its real importance 
derives from the transfer of the right to create and 
allocate credit and dissociation of this right from 
private 'industri?^! capitalists, the impact of 

this move in terms of a change in. .property relations not 
less but' more, critical, though the actual property or 
capital ti*ansfer, ioso facto , brought about by, it is of a 
limited size,- It also makes the impact a potisntial one 
which -will depend on the. policies the nationalised 
banks decide to follow, ■ . 

. II ■ 

An appreciation- -of the forces and factors, making 
for bank nationalisation and the range of policy choices 
available has to probeed in terms of an account of the 
essential nature and features of the banking . sector as it 
has developed during' a period of over a _ century. Apparently, 
it is beyond the needs of the present study to .g-o into the 
lar.ge number of documents and data; concerning the, Evolution • 
of cominercial banking in IBidia, Quite , 'a. few such accounts . 
are now available, In "contrast to 1920s when Keynes felt 
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that the literature of Ihclian hanking Is "almost non- 
existent, " Our purpose, served if we are able 
to isolate the main trends and eharacteri sties of th© 

Indian banking system with a view to relating them to 
the need for and forms of public regulation and control 
of banking in ■ India ; 

As pointed oiit by Ke 3 mas 5 there were four main 
components of Indian banking systems: i) the Presidency 
Banks j ii ) European Exchange Banks , ill ) Indian Joint-sto ck 
Banks, iv) the .shroff s, Marwaris and Indian bankers. The 
first two can be taken to constitute the foreign-dominated 
segment and the latter two the Indian segment. Despite 
the connection between the organisoi -sector Indian 
^olnt-stock banks and- the unorganised sector bankers, for 
our present purposes, it will suffice to deal 'with the 
trends and traits of the former only, along with the foreign 
dominated;. banks, particularly the Presidency banks. 

Just as the modem factory system and the attcaidant 
capitalists forms of organisations emerged in India as 
an after-math of the lihking up:^^ and domtnation 

Of the Indian economy, by the, British economy in a 
network of colonial relations, the, emergence of modem, 
organised comraercial banking was .similarly placed. The 
first major hank to come up in India in the year 1806 was 
set up with active support of the Oovemment of Bengal in 
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which the East Indl^ Company::.Gven vcontritaterl sizaab 

to the sharo capital. This bank, later 'named the Bank of 
Bengal founded the nucleus of, the chain of three PrasidGncy 
hanks which can hev treated as marking' the beginning of 
systematic banking' in India The fenk of Bombay came 

into exist once in 1814 followod by the Bank of Madras 

33" ’ ' " ' ' 

in 1843. These; banks were started' under charter, 

imposihg 'inany restrictions on the forms and volume of ./ “ 

business which these banks could undertake. These banks 

also had the aavantage of doing government business as 

also of the use of government: balances. 3n year 1876, 

the Presidency Banks let was- enacted to regulate 

and control the functigning. of ■ these hanks, particularly, 

on account of the fact that, on a 'certain limited scale, 

these banks were also granted privilege of issuing 

currency notes*^"^ . 

However, the Paper Currency let' of 1861 made note-issue 
a government monopoly and consequently' the growth of Silian 
hanking, unlike that in many more "In -dust rially advanced . 
countries, had t,o b^ without the spur provided by competitive 
note-issue by commercial banks. Mor^dvehj- ' sliicc^ the 
Reserve Bank-of India,. .^;s. the: :central''baiifc''bf the , country, 
cane into heing; |n,,. 1936,^^', tliWideveiopm^^^^ ' __ 4 

commercial hanking lacked th© crucial suppohtf 'for a long ;time 
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in its earlier phases which a central baniking Institution 
can provide, . ■ 

Given the above and: the trarUtion of banking functions 
performed by English agency houses for the East India 
Company, the emergence .of Presidency Banks - as semi- 
official banks - owed their origin to the initiative of 

governmental agenciea and involved continued association 

37 

of the government. During the last two decades of the 
last century, after the, passage of an AiCt , permitting the 
setting up of ^oint- stock. banks with limited liability, 
the growth of Indian ^oint-stock banks ms noticeahle, 
of which 9 were in existence in 1900 with Rs,1.20 crores 

38 

of capital and resaryes and over Rs,8 crores of deposits. 

If the progress of banking could not be faster except under 
the stimulers of events like the American civil Via r, and 
the Cotton Boom, it was a reflection of ovar-all stagnation 
in the Indian economy during the later half of the 19th 
century, VIhat is remarkable is the direct role of the 
State in connection with the 'Presidency banks and the 
indirect role ^d-th respect to .Indian joint-stock banks. 

In 1921, the three Presidency banks were merged to 
form the Imperial Bank of-Indica'^ Imperial Bank of 

India Let, 1921,^^ .Ihfs was the largest commercial bank 
which also acted as a quasi-central bank, and had PUC and 
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of larger, and category banks increased Tipto 
1960, there was a rednction in the number of banks after 
1960, Very small 'C^ and , category banks started 
emerging much latter , during the Second Mar period, but 
the number of bank failures, liquid3.tions,r closures and 
mergers was very large, leading to a sharp reftiction in 
their number, though the process of consolidation of the 
banking structure gathered momentum only after 1950, In 
1957, while *0' category banks had Just a token presence, 
oven category banks disappeared in large numbers. 
Taken together, we find tkat after 1940, the total 
number of banks tended to decline continually, coming 
down in 1957 to nearly half the number existing in 1940. 

The position regarding the number of banks in the 
subsequent period 1961-68 was as shown belows 

: d , 1961 1966 ' 1968 

1, Indian Scheduled . 1 • 

Commercial banks 67 58 58 

;:^2. Foreign ::banks:':^^^ '15::V 

:3.:::Non-Sche:duled:;bankS‘''::d^d:d;v- 


♦ Two under the custodian of Snemy Property, 

source: Trends ^d Progress of Banking in India 
tnirlng January 1968 to June. 1969. Bombay. 

mss, 
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It can le seen that the numher of banks operating 
In Ihriia decline,;! as a, result: -of ■ li'qn and, mergers 

of smaller, non-scheduled banks with bth'er banks, 
particularly duririg 1961~19,66. 

Though the large number of smaller banks made the 
banking structure quite diffused, there was a noticeable 
degree of pre-eminence enjoyed by tho' larger banks, 
particularly the IBI. upto .1955 and the SBI . subsequently 
alongwith major, scheduled, .banks, in 'terms of their^ share, , 
of total bank deposits. Largely' similar situation could, 
be seen with respect to other possible indicators like 
level of bank credit, number .of -office’s , etc. In fact, 
as the other majo.r banks strengthened, themselves, the 
share of the Presidency bank !e dined 'from a'bout two-thirds 
of total deposits .in .I900-it,o about^ 55 percent in 1920 (for 
the successor bank, i.o. the; IBI) to about "one-fourth 
in 1955 when it was taken-over. ■ 

Similarl^^,'' the larger banks ( category) accounted ■ 
for over 96 percent of the total deposits in 1920, over 87 
percent in 18^0 and agdfin over 97 percent in 1957.: On, 
the eve of take-over of 14 major hanks,.. ...wo have seen, the 
public sector:';b'Mks*'’’contrplled over’- '83 percent of bank 
deposits, ...l.eay.ing-;S-?- privat'e'-' 'banks, '.with about one-sixth . of 
total bank .de';pQ'bihs.-' ':Thus;.o.ne.\;t^ see., ibank-ing was'' ' ’' 
h eavily concGntra-tod '"afid . 'ms .'.^e.ndi'hg • toward# 'gf'G'at er 
•:contnalisahiohd;:-:;:dlk:|^:::dogkii;|l|||i|i||isdd||g:|i;d^ 
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It was pointed out that though the record of the 

hanking system in terms of number of hanks was impressive, 

’’not ail expansion that has taken place in rocent years has 

been of. a healthy typ©," iiis a result during 1941-46, 

there were, under favourable general conditions, as may as 

254 liquidations of joint-stock banks, and 114 during 
44 ■ ■ 

1947-49. A.S can be seen from Table III above, the average 
size of deposits, of the sitaller banks was ludicruously low, 
(e.g, Bs,2.69 crones for 170 banks and Rs.l.Sl crores for 
124 banks), ruling out any possibility of their viability. 
Most of the smaller banks were concentrated in Kerala, 

44 ■ 

Madras and West Bengal. ' . 

Such small banks could not earn roasonable profits 
and the depositors interests were often jeopardised, With 
reduction in the number of banks, the profitability of 
the surviving : larg or’ banks also improved , For instance , -th e 
number of banks operating either at a loss or no profit 
declined. from 24 in 1960 to 4 only in 1965. 

The banking offices were cbh cent rated in a few centres; 
For . instance , in 1916, nine important cities (four great, 
ports and '5 big up-country centres) had 32 percent of the. 
total offices, their share declined to 16 percent in 
1936, ,, ?he tendency of banking offices to become spatially 

concentrated was aided by the policy of hewer and larger 
banks to follow the successful example of branch opening 
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by ,ploncGT 'banks. Thus the bi-^q.cr banks acquinGd a 
stron^i rogiohal base. On the other hand, nearly t¥ 0 -thirrls 

... ■ ■ „ - - , ■ . ■ ' 40 

of the banked towns were served by smaller, local banks, 
largely- in the na.ture of unit, banks, -ii-loRg with the 

in crease in the number of banks , , there also came a'bout . 

49 ■ ■ ' ■ ' ' ' ■ ■ 

’’ cBrel©ss''anfl -mscrupulous branehes*^^^ expansion, which 
added to tho vulnerability of the --bankihg structure, . Ih 
the' year^^ l^ were 3991 offiCG-s' of comriercial banks, 

of ■vtiich: 2089 Cover 52 percent ) were in larger cities 
and districts and 1902 (nearly 48 percGnt) in other smaller 
places.. most of the cities and towns (bigger and . 

medium-sised)' have' banking facilitlcjs, -bhere are serious ■ 
gaps in banking- services with; respect to smaller towns 

51 . , . • 

and rural areas. Thus the number of branches, which 

stood at 5335 in 1945, at 4000 in 1955 increased to 8262 in 
dune 1969, ' However, bulk of the branch expansion wa.s. 
by the larger banks. Despite the . statutory Obligations ■ 
placed on the -ISr and the SBI fo-r -a vlgo-nous programme. of 
branch oxpanslori and the success of the 'latter in meoting 
the targets, the inadequacies, in regional coverage, bpth .. 0 
with respect, -to' certain States, - like , ■ -ibssam , . Rajasthan, . 
Maclh 3 ra Pradesh,- Bihar, Jammu. & .Kashmir'- and with respe-ct to 
small-towns- .a nd-viiiages, persisted,^"^ -To make the 
regional imbalance worse bank offices in poorly banked 
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areas acted mainly as deposit collection centres as is 

reflected in their relatively poor share in bank credit as 

compared to the share in deposits. The trend was thte other 

55 

way round in better banked States, 

The structure of bank .'credit, viewed sectorally, -also 
showed a distinct preference pattern, derived more from the 
ownership structure and prevailing economic structure than 
the needs of a growth-oriented economy. Till about early 
fifties, the share of commerce in bank credit exceeded that 
of industry. It was over 48 percent and 52 percent in 
March 1949 and 1950 for commerce against a little over 

'b' ■ ' 5g 

32 and over 33 percent for the respective years for industry. 
After mid-fifties, the share of industry in bank credit started 
to exceed that of agriculture as. can be seen from Table 4, 
by 1968, the share of commerce become a little- under one- 
fifth of the total while that of industry approached the 
level of two-thirds of the total. Ml along, and .despite the 
take-over of the IBI, the share of agriculture hovered and 

2 to 3 percent of the total. In fact, this share was 3.7 
percent in 1949, a level which could not be surpassed 
during the entire subsequent period over which the major 
commercial banks operated under private control. 

The pattern of credit allocation was also tilted in 
favour of larger account-holders.- For Instance, in 1967, the 
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accounts exceeding Rs, 10 lakhs, which accounting for 0.5’ 
percent of the total accounts, ohtainecl 61.6 percent of 
total crodit| a negligible nunher of accounts in excess 
of Rs. one crore each, took away , as much as 23,4; 'percent ' 
of total credit. On the other extreme, a ccoiint holders 
below Hs.lO .th'Ousand each, who number SI percent of the 
total account sj could share no more’ than 3,..7 percent of 
the total ere ’it , which then stood, at Rs. 2717, 25 crores,^^ 

Such a high level of regional, me.tro-polltari, sectoral 
and accO'Unt-holders-wise concentration of hank credit owes 
Itself, amoh'g the things, to the ownership and control 
pattern of hanking, Ho wonder that the committee on 
Distribution of Income and Levels of Living and the ' 
Monopolies Inquiry Commission ■ drew pointed attention to the 
use of bank-credit for industrial expansion which has in 
the main henefitted the hig. and'-tnedium enterpricos,^" The 
smaller hanks in India, functioning practically as unit 
banks, never accounted for a reckonable part of the banking 
business and, as seen eariler, through bank, failures, 
liquidations., merg'ers- and a^algagiatiohs eventually 
disappeared from '%he;'-s'bGiie.; On /the . contrary, the' raa^or 
banks accounting,. for/’ the',. hulk: . business, in' ' ' 

India, remainQri.'a;'''durabIe feature sgotd Indians banking' 

60 ' ' ■ ■ ■ ’ ■"' ' 

scene, , a 

1 ';t :P -r* * 'p'vr.- ^ ^ 


1 ‘ ~ ^ ^ ' i z ' ’• * "' ■ “ ' ' ‘'d 4 ' 
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Tha larger banlis had very close connection with the 

Captains of the Corporate indn.strial sector. It was shown 

that 188 directors of top 20 hanks controlled 1452 

# ' ' 

directorships. The extent of inter-locking directorships 
among these was such 'that tho top 12 percent held nearly 
39 percent of total directorships”, 20 percent of the 

i , 

directors held between 11 to 20 directorships each. It 

was further found that the directors of the five big banks 

were, through common directorships, related to 33- insurance 

companies, 25 investment banks, 6 financial companies, 

26 trading companies, 16 non-profit associations, and, to 

61 

cap all, to 584 manufacturing companies. 

iis the official history of the RBI puts it, "There was 
again in some cases, a desire on the part of , industrial 
houses to have under their control sizeable banking and 
insurance establishments; this inter-locking of Interests 
between banks, insurance companies and industrial concerns 
was generally detrimental to the interests of bank 
depositors.” There was a close connection between each 
of the major banks and some of the leading industrial 
houses. 

The narrow-base of the control over banks has another 
dimension in the form of concentration of shareholdings of 
banks in the hands of a relatively small minority. An 


txtipublishGd study of the. H3I^ on the owiersh ip pattern' • 
of hanks' shareholdings on the basis of a sample_ of 9 banks 
accounting for about half of the ' ordinary paid-up capital 
of 61 Ihiian scheduled banks' for the year 1965 showed that., • 
while individual investors, forming 98,7 percent of th-e 
accounts held, about two-third of the shares^ but the 
sharo-holdors in the size-gi’oup of over Hs,.50 thousand 
hel-'^ a little less than two-fifths of the shares. Thus ... 
about 40 n er cent of the share-lvalue was owned bv less than 
0.4 percent of shareholders , iliose with shareholding of 
less than Rs, one thousand formed nearly 70 percent of - the 
number of shareholders but held about one-tenth of the 
shareholding. Joint-stock companlos controlled shares 
worth about Rs. two crores in 352 accounts, LIC, TJTI and..- ■ 
government together hvld .3quity worth 3,73 crores, i.e,, over 
17,4 percent of the total (See Table 5). 'With such a . - 
greatly centralised ownership, with intimate inter-locking 
of directorships between banking companies and manufacturing 
companies and command of large industrial house over 


the major banks, there is little wonder that the banks 
display the structural and- functional features we have 
seen above. ■. '' V' v ' . . 

The^main featured of tbe d.^.yel6:pment of commercial , 
banks in India upto the' time of their State take-over. in 
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1969 show that through its haphazarod, evolution, the hanks 
he came concentrated in terms of spatial location, number 


of units, size (seen either in terms of deposits or 

advances) and ownership of shares. In fact, in the initial 

phases, Indian hanking was under foreign domination. 

There is little douht that such a pattern of share- 

ownership permitted the banks to pass under the sway of a 

few large industrial houses who contributed to the shift 

of hank credit mainly from commorce to industry. The 

smaller number of surviving larger banks loft many regions, 

many sectors, many sections of population, smaller toims 

and villages inadequately served by the growth of banks. 

Many studies pointed out the role of such oligopolistic- 

oligopsonistic banking structure in strengthening the 

processes of concentration and centralisation In India 

corporate sector, particularly the part connected with' 

66 

manufacturing. While it is true that as a result of such 

a -control structure of banking, among other things, finance 

-could not be con side rod a significant constraint on the 

67 

rate of industrial investment , it is clear that this is 


correct for the large, organised sector industries only* 
the small, cottage and artisan industries could not 
acquire very fecilitous access to bank finance, particularly 
for medium arid long-term ptlrposes. The evolution of the 
banking structure, pattern and specific features, as seen 
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abore, wero not the result of the operation of autonomous 
economic factors alone; tho nature, role ana extent of 
public policy with respect to banks (soma already ' 
referred to, like early ijovemmontal Inltiatlyes for 
settln-', up bansis, special rolatloshlp with the IBI, maklne 
It Tlrtually a quusl-government'bank, late setting up of a 

central bank, mergers, etc. Kwero al^^^ closely connected 

with these ■’eyelopmonts. How the evolyJng structure of, 
economic aotiyltlos, both affected and was' affected by 
banking dayelopments Is not _a question we need uddross 
ourselves to. ' But there Is little doubt that as the 

conceni of the govemment ,. .right from pre-Independence 
days-,- rogardln,? macro-economic management and socio-economic 
developments Incrpsed, It fliscemed a marked hiatus betweeh 
the pattern Of banking and the pafem of desired socio- 
economic, .aevelopaent,k,s a response, the government was 
impelled to move from mere Intery^'iohs in banking to 
banking policy. .Di the following "section we attempt to . 
examine the public toterventlons: and policies concerning, 
commercial' banks. - : ■ 






i.s seen earlier the Mnklng In Ikdia 
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contri'btition made by the colonial state. The State 

provided the charter, a part of capital and manageoont, 

a good part of banking business, support of its deposits, 

controlled ‘and shared ri.^tht of note-issue, prohibition 

of participation in relativoly more hazardous foreign 

exchange business, etc. This was, however, confined to 

banks un.der foreign control, I'lhen prior to the. First 1/fcrld 

War, Indian 3'^int-stock banks started omerging in the wake 

69 

of the ascendent Swadeshi movement, partly facilitated by 
the extension of the principle of limited liability to 
banking, the role of the government entered indirectly: 
absence of any promotional help or regulatory nurturing,^ 
made the dh Uan banks prosper and perish alternatively 
under, the impact of broader, economic forces. This period 
was dotted by short periods of a spurt in banking, followed 
by one of crises in the form of failures and liquidations. 
The State did not enter the picture as far as Indian 
joint-stocks banks were concerned, except for providing the 
rudiments for regulating the registration, incorporation,: 
management, capital structure, etc. under the provisions 
of the Indian companies Act, 1913, which applied, except 
for a few minor differences (like prohibition of partnership 
banks and publication pf data concerning assets and 
liabilities), equally bo banking and non-banking 
^companies.'^^ 



It may be taken to. stiggest that just as setting up of 
industries in India -was far from being a part of the 
colonial interest and design, except for the proping up 
of the Presidency banks for serving colonial economic needs, 
any support to In'-’ian organised banking prior to the First 
Mar was of little concern to the colonial policy-makers. 

The banks which came up during the period were largely 
free from regulation specifically oriented to the needs of 
banking business particularly in view of tho custody the 
banks acquire over the savings of the . community and 
a^^dition to and allocation of purchasing power. There is 
little wonder then that in the absence of public regulation, 
before long., during 1913-1917, there were a -large number 
of bank failures (87), as a result of widespread non- 
observance of even the elementary banking principles. 

These weaknesses arising fribm malpractices, etc, were 
made worse by the absence of a Central Bank which boul-d 
act as the lender of tbe 'la'st rosort and bail out, at 
least temporarily, the .faltering banks, Tho question of 
banking regulation during the period following the First 
War was" debated as an, implied part of the defeat e' -over the 
sotting up of a Central Bank, 'which, inter alia, would' ' 
play an.-importaht' part' in -bank regulation,"^^' .Given the ■ ■ : 
lack of direct stakes in the development of Internal 
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trade and industry, the /banking policy, except that 
rGlated to largely foreign- controlled Presidency Banks, 

■was also along the lines of laissez-faires only the 

companies A.ct governed some aspects of setting up 

• ■ ■ ' ■ 

of banks. 

Not only the Indian banks were disadvantageously 

placed vis-a-vis the government supported Presidency Banks 

which held and operated with government cash balances, 

but they had to derive clientele and support from 

indigenous trade and industry alone which wore in any 

case not too thriving entities, Me have referred to the 

view that the supply of finance (capital) was not considered 

an onerous constraint on industrial investments in India, 

and though similar views wore presented before the Iniian 

Industrial Commission by both Indian and foreign 

businessmen, the Commission came to the conclusion that the 

extent of growth and policy orientation of the banks showed 

that a little was contributed by the banks to development 
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of Indian industries, 

Indian banks showed better growth during the inter- 
Mar years than they did during the pre-war period. The 
numbe,r of banks with networth in excess of Rs. 5 lakhs 
increased from 25 in 1920 to 39 in 1937, and the deposits 
moved from- over Rs,71 crorcs to over Rs*100 crores during 


the same pe-rio;^,. , Horever , the growth of -deposits was marked 

by fluctiiationsi during 1926 to 1931 the deposits 

’ ,75 ' ‘ 

fluctuated .;ar;OUiid- Bs.-6G crortvs.^^ ^ This period saw a much 

bigger in.ereasievin the from 

33 in 1920 to 108 in 1937, thou.gh the evGra.ge deposits 
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per bank remained almost unchangod around Rs.0*07 crores. 

The .growth of the Presidency Banks, and after 1920, 
of thpir, .successor, TBI was not as impressive as that of 
the Inlian banks taken together^ its non-government deposits 
increased -in- a fluctuating manner, from Rs.78 croros to 
Hs.81 crores during 1920-1937. 

Not only the growth of banking was haphazar'^, but it 
■wSsj.as seen earlier, characterised by many structural 
and functional .shortcomings. These featuros prompted a 
three-stago comprehensive enquiry (to begin with, provincial 
enquiries, followed by’ an all-India co-ordination coseiittGe 
v/hich looked into residual aspects, and then a , study by a 
foreign e 2 q>erts dominated Centrar Committee) in.: 1929,. These 
reports and the volumes of evidence they collected provided 
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enormous information on - Indian bankings ■ 

The In .ilan Ceiitral,. Banking BM^quiry' Committee, 1931 
re commended a, comprehensive.. bafektng--vleglsiati6n covering ' 
organisation, management-, ;;aiidit, aiqiii'datlon of banks, otc7® 
Sin ce a separat;^, bniAiag ■ ^^tmMit n6t ' 's'eem to 
materialise in the short-rnn, the Indian Companies l.ct, 1913 * 
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was amended in 1936, As a result, av separate chapter regarding 
banks ‘ 

/containing provisions concerning strengthening the capital 
structure (minimum, PIIC, maintenance of reserve funds and 
cash reserves, etc.), restriction on the nature of subsidiary 
companies and. on tho nature of. managing agents, was added 
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to the companies Act, as an interim measure. 

Mean-while, a long process of attempts for setting up 
a Central Bank culminated in the setting up of the RBI 

OA 

in 1935. Among the factors which argued a case for a 
central bank 'were the ’’advantages arising from the control 
of the banking system of a country by a solid powerful 
central institutioriV Indian commercial banks began to 
function under the special provisions of the companies let 
and unier the bankers' bank, and banking regulation functions 
of the RBI. 

One major instrument at the command of the RBI for 
controlling commercial hanks was the one pertaining to 
grant of scheduled status in terms of' tho RBI Act. A bank- 
which was a company or a statutory corporation with paid-up 
capital and reserves amounting, to at least Hs. 5 lakhs was 
entitled to be included in the second schedule to the RBI 

■ ■ . ■ ■■ On ■ 

Act and thus acquire the scheduled^ bank status. This 
was so ’’more or less as a routine., irrespective of their 
financial position, as the returns submitted by them wero 


not for, «oh as asssssncflt and ^ d 

haa n„ „*.* ^ *“ (Soser-vc) Bank 

" “ =*^*“*“^ i-=P-«on Of tnotr affairs.®® 

Whllo the BBI was suppossfl to oono to ' ■ 

banks as tV ' aani-or > - i to tho rosouo of the 

b->- .ankers' sank In tines of neofl like th h- .. 

run nn ^ V of 

run on a bann, it had no rnsans of 

“-eixts oi llnviina: out whpf-h,>r. 
the bank's affairq ’ * .netbe.r 

-iialrs wore run on sound lines l^t 

^ ^ the scheduled ^ 

.-nks woro to keep a certain speolfi,a ■^- ' ' , 

tb0 RBI, this’ bv If .spcciiied ..•.■posit with 

conforn to a Hi “f ’ -- ' 

about inprovln., remittance faclllMo ■ 

on pronlnorr notes In oH ^ 

^nxs for commercial transalf ' " 

soheiuie,, hanks to open P°™“ted the non-' 

»easures ooullh , - 

^ ■■ • ® counted among the first srf -r^r ' 

for promotion of hanfcln, l„ tn ' ' ' ' 

■ in the country. Svnn th ^r, . 

ona large no systematic' kff act - ' ’' 

measures to.- bring about ' stn.ctural' H ■*. - 

the bankinp- bualn policy changes in 

.lng.husiuessfromthepoytof'enco„raglr,cthe-. ■ 

Py ensses contributing to aeveiop^^t ^.j. . ^ . 

by the beglnniiiV''of 'thePk--. ' ' '” ■ ■■ ' Hms,. ■ 

■ 4 .' '' '''■' except for. some inlti-i 

steps towards reVulatnW ■ - '' ' ^ '-^^^tiai 

obboernlng' promoting 

Of banks for ocogmlc dbvei,.,-, 'y^ . ' 
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or linking up banks , and the indigenous money markets for 

providing development finance for agriculture were 

■witnessed. ' ' . . - ' ■ ' 

Operational problems in extending assistance to banks by 

means of rediscounting of bills made tho RBI go in for a 

scrutiny of the balancb-shGet of the banks 'seeking assistance 

which went to- the extent of an inspection of one bank by the 
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RBI on hebalf of the govemmsmt, ■ In the face of mushroom 

setting up of banks and some 'no ‘table bank failures, like that 

of the Travancore National an'd Quilon Bank in 1938, the 

inadequacy of the HBI’s regulatory and control powers 

became evident. For one ' thing^ changes were made in the 

Companies let to adopt a somewhat restrictive definitions 

of bank, banking and banker and concerning voting rights 
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and capital structure. Then, the RBI let was amended 
in 1940 to tighten up the requirements regarding statutory 

, , ■ ■ ■ , on . ' 

reserves with the RBI. Then^ under the Defence of India 
Rules, 1943,’ float ion of new banking ' companies or raising 
of fresh capital by equity issue without the consent of the 
government were prohibited. 

However, the number of scheduled banks increased by 
35 between 1939 and 1945, as against by 10 during the 
inter-war years. Deposits also increased sizeably^ but 
instead of advances, the increase on the assets side was 
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mainly in the form of tovastments in government securities , 

which at a yield of 3 percent or more wore found profitable 

b;/ the banks. Spurred by such profit-earhing opportunltlGs, 

many smaller banks came into existence and the number of 

branches of all banks increased from 1964 in 1940 to 5201 
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in 1945. .That the expansion of banking was like a flash 
in the pan and without a sound basis can be seon in terms 
of the number of bank liquidations which rose to a number 
high as 444 between 1939 and 1946. ■ 

Though there were efforts in terms of changes in the 
companies Act, the BBI Act and the Defenccj of India Rules, 
to maintain the banks on the path of h>:altby viability, the 
actual state of affairs showed that not much could be 
achieved by way of strengthening the, banking structure. For ■ 
■ono thing, the early steps towards banking ' regulation 
suffere.d from a diarchical set-up in terms of tho Companies 
Act and the KBI Act. Than, the RBI was under private 
ownership with limited governmental control. Thus the 
ownership and organisational framework of the RBI wore not 
capable of letting it emerge as an administrative agency 
capable of controlling the banking sector from a national 
socio-economic, perspective. The legitimacy of ' such' powers 
in the hands of the RBI also carried a questionmark. 

The Company Law administration had the legal authority but 


was ban ^icappcfd by a non-comprehenslve, non-specific 

* * . # V • * 

l3:isl'itian. The non-specialisod brltmtation .of tho company 
law administration in so far as banking was concerned was 
a further facto which pre-veated effective banking rv-i^ulation 

QO 

and control,*' 

In view of these factors, need was felt for a 

comprchcaisivo banking legislation! .as far back as in 1931 

the Ct^tral Bankin': Enquiry Committee plearled for such a 
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legislation. Many legislative attempts, based on the 

re common .dations of the HBI, for enacting such a law proved 
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futile. Controversies throughout the first half of the 

forties ovor an acceptabls definition of bankin.g, on the 
question of minimum paid-up capital (opposed by the smallc-r 
banks), and reserves, liquidity requirements, the 
qualifications for director of banks, statutory liquidator’s 
role for the RBI, etc. made the enactment of a law dlfficiilt. 
The RBI submitted many proposals for such an enactment, but 
none materialised,^^ Meam-?hilG, a review of floation of 
banks made by the RBI brought out certain short-comings like 
weak capital base, capital structure such as would vest 
control over banks into the hands of an individual or a 
small group and adoption of various devices by non-banking 
managing agents of the banks to defeat the provisions 
conceiving bank managements. Thus the managin-g directors of 




banks manaffBd to obtain bonk funds for l,idustri=i 

under their control.86 mis not only violated th 

of tiK: company law, but gave an unfair advantage 

allocatr, credit to themselVos proforsnbiaily ^ 

dll not or could not oatapulato themselvcs'ir 

glTln,: th.m such a control over banks/ Ih,. iffii.s 

«rc int-naea t^ prevent such nalpractlcos. Bowo 

P*op.;sils wore tilted against shat the official h: 

of th,.. HBI calls, "petty Institutions", but the H 

consider it a serious limitation, as "the banks wi 

oo undor if its proposals wore brought into fores 

loss than 6 percent of the total bank deposits af 
country.-'^'' 4^ 

-iu thG l^jrge hBXih 

t O bank 

^ lU Jice on the aatermln.atlon of the nature an .I c 
of Indian, banking structure/ m 

(-^ineric^ment ) Aof ^ 

, som^ provisions rogarain? capital 

structure and prevention of tie-ups botwen the cm 

of banking and non-bankln.g companies were brought Into 
forcG, ^ " - •• 


concerns 


'O’-npan 


significant hitch eoiioe 
law related to the question of 
controlled ©xebange ; banks ana.' 
which there alreaf^v ,.«,o „ 


ning a comp rob on si vo banklii. 

covering the foreim- 
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sought to cover these banks as well, (though the RBI resiled 
from its earlier position to bring the IBI under a common 
law) the foreign interests corinected with those banks were 
opposed to such afi extension. The Banking Companies Bill, 
1944 lingered on in the Legislative Assembly and owing, to . 
the dissolution of the Assembly,- lapsed in 1946, However, as 
a result of the interim maasures, the number of bank failures 
recorded a significant decline towards mid-fort ies.^^^ 

Pending a separate banking law, in 1946, two interim measures 
were introduced to empower the central government to direct 
the RBI to undertake an inspection of the books and accounts 
of any banking company to see if the bank's affairs were 
conducted in a manner detrimental to the interests of the 
depositors and by the second one to require thos« incorporated 
under the Indian Companies Act, to obtain the RBI’s sanction 
for opening of a new branch. The purpose of these 
measures was stated to ba "to weed out the unsound, units 
and generally to ensure the proper management and conduct 
of the affairs of the banks. 

The crisis which Indian banking experiencGd during 
1946-49 in terms of many runs on banks, bank failures and . 
suspension of enforcement of the interim control measures 
and the problems which arose in the wake of partition, etc, 
brought out certain dilemmas faced in the process of 
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©nsiiping 8 pc-.'^uiEt^Cr'.u ximciJiioiiiiig of ths coiniiiopcicil 'b'Snlcs^ 

The de scheduling of the banks, or ordering bank inspection, 
"gave another jolt to public confidence and resulted in 
steady withdrawals of deposits, including time -deposits, 
par vicularly from the smaller Bengali scheduled bronks."^®^ 
The difficulty arose from the fact that inspection 
of banks was not a routine affairs? it was ordered only 
when .a neGd seamed to arise for it. The moment such an 

assossment .of a bank by the authorities becomes known to the 

public, they would suspect the safety of their deposits to 
be in danger... But in the ahsenco of a regular and genera:! 
provision lor Inspecting banks., an inspection becomes an 
„iCc.tv r, jDrirna faej,^, of something being amiss somewhere 
and the. consequent counter results. Such experience and the 
persistence of banking practices like "t^e tendency to: open 
an Gxces^$i^j^y^,i,arg number of bran-chos and to grant" loans 
without so<»rlty,-104 companies rather' . 

than banks, ma-le the snactniait, of a comprehensive bankln,g 
legislation urgent ana with the settling down of conditions, 
it became possible in 1949 to onact the Banking' Obapanles 

k-ct, . 

With the nationalisation of the RBI m 1948, it became 
possible to 'entrust it with, among other things, control .of 
banking tfserve socio-econbmic >nds determined by the 
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government. Since the business interests were fairly 
well- rep resented on the central and local Board’s .of the 
RBI, they continued to have a hand in shaping the monetary, 
credit and banking policies of the country. 

The Banking Regulation net, .1949 was drafted along the 
lines suggested by the RBI. But the Select ' Committee of the 
issembly made ravany important changes and additions. Import.ant 
among these were removal of ceiling on dividend as was 
proposed in the Bill at 9 percent restoration of the 
percentage of a bank’s shareholding in another company to 
a maximum of 40 percent (a move which went to strengthen 
the link-up between those who controlled banks and those,- 
who controllod industries and thus worked towards greater 
centralisation in the economy) , right to oxompt banks from 
the provisions of the law, right to RBI to give directions 
to banks regardiiil credit policy and appointment of the 'RBI 
as official liquidator of banks. Some of these provisions 
were not contained in the abortive. banking log is lat ion 
during thd British period in 194-4-45, The guiding principle 
of the law remained protection of depositors .and development 
of bankingj pleas for .using. bankin.g control” as a corpllars?- 
to Government’s monetary policy” was beginning to, receive 
attontion,^®"^ How;ever, j^tegratton of banking control with 
overall economic policy and planning, as we discuss below, 
was still a far cry. 
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The 1949 Act enabled the BBI to really act as bankers’ 
bank arid ended diarchic control over banking in so far as 
the company law antborities were dissociated from banks. 

The Act gave the BBI in consultation with or, under direction 
from, the government, a large number of regulatory, . , 
supervisory and directing powers for setting up, working, 
operation and liquidation of banks, capable of maintaining 
healthy banking structure and practices. These provisions 
related to licensing, regular inspection, minimum paid-up 
capital and reserves, prohibition of common directors, 
transfer of a part of profits to reserves, maintenance of 
minimum cash reserves and liquidity rat iosj control over 
branch expansion, restriction on the nature of ;subsidiary ; 
companies, control over loans and advances,.; .submission of 
accoun.ts and returns, prohibition of tra^ding, audit, power to 
publish Information, BBI’s right to give directives, power 
of RBI to remove managerial and other 'personnel, suspension 

and winding up of business, arrangements for mergers and 

: TOR ' ' ' ' ' 

amalgamations and penal provisions, 

Ba;nking being a Union subject in the Ir3.dian constitution, 
the Union “government (Finance Ministry) and the RBI were the 
agencies who were entanisted with the responsibility of 
carrying out rogulation of banking companies. The powers 
conferred under the Act for control, regulation and 


supervision of banks were really formidable which touched 

the core of the funptioning of banking - an important 

component of the financial sector - in India* , 

Sven without looking at the inctual operation of the 

1949 regulations, the nature and content, of these 

regulations bring out that the rules, norms, pfocedures and 

restrictions legislated by.it were more suitable for the 

larger banks. The RBI, which played a crucial role 

in proposing the provisions of the Act, had a good 

representation of larger industrialists, connected with 

some of the larger banks, who valued the autonomy and 

independence of the RBI, as they had a share in it and 

wanted to use it as an instrument of banking policy which 

may further their interests. It has been pointed out 

that the standards for satisfactory working of banks were 

derived from the position obtaining in the larger banks 

and certain standards were made somewhat more rigorous 
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for the smaller banks. 

The provisions concerning licensing, minimum paid-up 

capital, reserves, etc. worked against the smaller banks, 

the 

to the extent of even forcing many of them out oSC business. 
Many suggestions had been made to impart greater viability 
to the smaller banks. Quoting the Minority Report of the 
Central Banking Committee, it was suggested that 
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establisbinent of small local ’oanks will be facilitated, if 

large banks, and especially the RBI, provided them with the 

required stimulus and guidance, in the spirit of a fdstor 

mother, and a portion of the staff. Some of them may even 

n 2 

find it useful to take~up shares in the local banks, as 
this may help them to seicure advantageous local connections^^ 
Furthermore, many of the facilities given to the cooperative 
banks could have been extended to the smaller banks, as 
the socio-economic justification for the two types of 
banks was quite similar. Discarding all such suggestions ' 
and except 'for prevention of in ter*- locking of directorates 
of banks, which would hav-e placed the control over the 
larger banks in still fewer hands, the 1949 -fet made such 
choices as would tend to operate •against the survival of ■ 
the smaller banks, 'The subsequent hist-ory of the development 
of banking in fact saw a sharp reduction in the nuiibef of 
banks as dithc-r the smaller Tjanks ..just,: w-ant under of ' 'Were 
amalgamated of merged with the larger, banks, 

Banking regulation was placed on a- systematic footing 
with the 1949 «ct. One can say that the period of ad-hoc 
interventions was over and a period of systematic banking 
policy' began. This transition took, place- not because a 
comprehensive law came into force; the act mnly symbolised 
the change in the objectives of banking regulation from 
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control of banking ana banking, to introduction of banking 

control from tha point of view of the general economic 

management, particularly from the point of view of the 

extended reproduction of the economy. 

True, safe-guarding bank depositors interest was the 

prime goal, but this necessitated steps "to strengthen 

the banking structure of the country, to modify the existing 

law relating to amalgamation of banks to facilitate quicker 
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amalgamation between banks." - Changes of a far-reaching 
nature in banking structure particularly with their bias 
against the smaller banks, as we see below, brought about 
a significant change in the size and allocation of bank 
credit and deploianent of savings in the economy. The 
period of such a change in the orientation of banking policy 
was inaugurated by the Banking Regiaation A.ct, 1949, 
Obviously, experience with its a:dmlnistration and emergent 
problems in banking and the economy necessitated a series 
of amendments, which sharpened the thrust of regulation 
not only in the initially chosen direction, but in several 
other directions, (See Appendix I, summarising major 
banking laws and other regulations during 1946-1970), • 

That protection of depositors’ interest continued 
to remain a major concern can be seen from the large number 
of provisions incorporated through various amendments to the 
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1949 ii-ct for facilitating: liaiii-lation® - e rant in -i moratorium, 

; ■ ■■■ ■ ■ k 

for amalgamation of weaker banks withZstronger one, to 
begin with voluntarily an i after 1961 even compulssrll^/-, 
for raising minimum ps-ia-up capital, for transferring a part 
of . banks pi'*ofits to reserves, to reduce voting rights vostod 
In individual share-holders, for professionalisation of bank 
management and by setting up tha Deposit Insurance Corporation 
in 1962,.^^^ Out of a total of 20 laxirs enacted b-etween 1946 
and 1968,. as. many as 13 were designed to contribiitG • in one 
way or .another to the protection of the lopositors' moneiy 
by fostering healthy banking practices. Continued bank . 
failures upto i960 and liquidations of banks in a good 

numbers for a much longer time kept the depositors' 

117 ' ■ ■ ' 

protection a.,. live issue - ■ with the authorities controlling 
banking in India, . : : 

In the co.urse of carrying out these regulations, 
certa.in other objectives also emerged., as a result of 
national, level development, efforts through oconomic planning 
undert.aken by,. the - government and the acceptance of the 
’ socialistic ■.pattern'- resolution by the Parliament in 1954. 

Ona setkof objectives 'emanating from these developments 
related to, the needs, of. a, developing economy. For one thing, 
the need fQ-r .money -supply ■ 't^as.' expect od to increase with 
the expected increase in the volume of transactions. Second? 
mobilisation of savings in .order to supply increased credit 
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needs required expansion of credit institutions. Third, 
regulation of overall credit and ’’somewhat negative 
regulation of flow of hank credit” , particularly* under the 
’’normal incentives of private banking’’ which creates In 
credit allocation by them a ’’bias in favour of sections of 
the population who are familiar with the use of cheques 
and will enable a reasonably high proportion of loans and 
advances to be maintained on the same cash base” and thus 
allow a more profitable ratio between cash balances and 
advances, were not conducive to developmc^nt banking ’’more 
and more in the light of priorities for development 
indicated in the Plan and less and less in terms of returns 
on capital. 

Thus there arose a need for a qualitatively different 

regulation of private banking on the basis of development 

priorities. Several changes in regulations and introduction 

of new lines of regulation, like setting up of the SBl for 

strengthcaiing rural credit, authorisation of the SBI to 

provide medium-term credit to industries and to subscribe 

to the capital of notified refinance corporations and 
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hire purchase companies, etc. and introduction of credit 

control for allocation of credit In conformity with plan 

1?T ' ' ’ ' 

priorities, marked a realisation that ”in a. developing 
economy, the promotional aspects of central banking Is just 



as important, as the. regulatory aspedlf’, Hie SBI led 
nucleus of public sec tor, shanks werG .the/ m.f ,ln means for the 
pursuit of promotional aspects arid the private banks were 
regulated for pro vent ive purposes, which^ the. First Plan 
referred to as ’’somewhat negative regulation of flow 
of crGdit.”^^ 

Specific schemes for extending financial support to 

small-scale industries and other priority sectors, a 

programme of" opening new branches of' banks, '.on the basis 

of a list of unbanked aroas proparwSd-by the RBI, introduction 

of Bill Market scheme in January- 1952- and. constant efforts 

for improving remittance facilities, strengthening of 

cooperative banks, etc. were some important development- 

oriented' steps. In 1961, the 'RBI found raprosentation 

on the Bi-DP co-ordination committees, at district levels. 

The number G.f branches of scheduled arid non-scheduled banks 

increased to 5100 by 1961 from' 970 in 1937^^ It is not 

our point that the banks succeodad markedly in acting as 

agent of devolopmont" the point is that compared to 

pre-1949 orientation of banking regulation, promotional 

and development aspects acquired a distinct place in the objoct- 
iV 0 s of 

^/overall banking policy, for which some new instruments in 
the form of the SBI aiid, its -.subsidiaries were forged. 

Initially there was official Opposition to the take-over of 
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the Imperial Sank, even after the acceptance in principle 

of the policy (if nationalising the IBI, during 1949-60, 

the government came out with the view that this nationali^a- 
« 

tion was ’’not in the best economic interests of the 
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country,” The need to pursue development objectives may 
well have played a part in accepting the recommendation 
of the Committee of Direction of 411-Iiidia Rural Credit 
Survey in 1954 for converting the IBI into the SBI, 

iinother objective seemed to emerge concerning the 
ownership and control structure of the private banks. 

The Banking companies (Amendment) Act, 1956 attempted to 
prevent the misuse of voting rights through concentration of 
shareholdings in a few hands - a trait, we have seen above, 
Indian banking displayed liberally. The RBI was given wider 
powers of control artd supervision concerning the administra- 
tion of banks, like right to appoint observers on the Boards 
of the banks, imposition of restriction on the terms of 
appointment of directors and chief executives of banks, 
etc, (See Appoidixl), Thus, ostensible recognition of and 
some legislative response to narrow control pyromld of 
banking made its appearance in the evolving banking 
policy-matrix# 

However, neither the diffusion of control objective 
was forcefully re cognised j nor the effect of other banking 
regulations on faster growth of the larger banks controlled 



by leaders of industry was taken into account, 
tbo raising of paid-up -cap ital, buHding up of 
on the basis of transfGr,of a part of banking 


For instance 
reserves' 
profits, 


s 


simplification of the proce-iure >or voluntary amalgsmation 
of banks, which facilitated the merger of the. smaller banks 


with the larger ones, relaxation of rules regarding reserves 
and payment of dividends, expenclitious winding up procedures, 
even at the initiative of the HB I, were provisions (as listed 
in the Appendix) which consolidated the banking structure 
by increasing the weightage of the larger banks. In 1961, the 
RBI was authorised to proceed with compulsory • amalgamation 
of banks under Section 45 of the Banking Regulation Act, Even 


voluntary amalgamation at the initiative of the banks. 

Ipo 

themselves were proceeding apace. The extent of growing 
Inter-lo eking of the directorships of banking and non-banicing 

companies was highlighted by studies made around early 

1 pq ■ ■ 

sixties. ■■ ^ 

Vfe find that in 1962, bank advances to concerns in 

which the directors of the banks concorned are interested,- 

accounted for Rs.l48 crores, i.e, 12 percent of the 

advances given by all banks^ for the top 15, banks, the figure 

1 qq 

became 14.1 percent. Since such a control pattern tends 
to lead to pre-emption of credit , in .favour of the interests 
controlling the banks, a certain degre© of lack of 
correspondence between credit allocation in te:ms of plan 
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priorities and the actual pattern was likely to arise. For 

example, while industry and commerce- received nearly 80 

percent of bank credit, the share of agriculture was as 

little as 3,1 percent, Similarly, bulk of the credit went 
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to larger account-holders located in sosie regions only, 
thus the plan-objectives of promoting small-scale, decentra- 
lised industries, agriculture, exports, etc, failed to derive 
support from the credit policies of the banks. 

These institutional, organisational features of banking 
and their impact tended to arouse some concern by way of 
attempts to prevent the interests controlling banks from 
some grosser forms of misuse and further enhancement of such 
control. The committee on Distribution of Income and Levels 
of Living was strongly in favour of ’’the thesis that there 
is an intimate relation between the growth of big banks and 

the growth of big business in the country during the plan 
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periods, ”i*e., upto the second plan. Hence the Banking 
Laws (miscellaneous provisions) Act, 1963 attempted to 
restrain control exercised by particular groups over the 
affairs of the banks particularly by way of restricting loans 
and advances given by banks to concerns controlled by thc- 
directors of banks and empower the BBI to have a say in 
a.ppointments and removal of executive personnel. In order 
to bring about diffusion of share-ownership and control, 
the maximum voting rights of individual shareholders were 
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reduced from 5 percent to one percent of the total voting 
ri'ghts. (See Lppendixl}, In.l965, ttie Credit iuithorisation 
SchGine was introduced vrhich roguirod the hanks to securo 
prior approval of the RBI f9r granting any fresh credit limits 
6f Rs. one crops or more to any single party, or for bring ing 
an existing limit to this level. 

"For ensuring credit allocation consistent with olan- 
priorlties and for more rffective mobilisation savings 


1 *^ 4 - 

Idational Credit Council (MCC) was set-up in December 1967. 

■It was to assess the dsomand for bank credit from various 
136 ' 

sectors, determine priorities for loans, keeping in view 

the needs of the priority sectors, like agriculture, small 

scale industries and exports .and to co-ordinate the lending 

136 

and investment policy of various banks. . "■ t 

Since the institutional complex could not • be ■ influenced 
in a marked manner with the help of the, changes in banking 


laws introduced so far, certain far-reaching . chan, ges‘ aimed at 
greater professionalisation and ^greater representation to' 
neglected sectors in bank managements, were introduced ' in 
banking laws. The.-, purpose .apparently was to weaken the link 
between large' industrial, houses and the large banks. The 
Banking Laws (Maidment) Act j_; 1968., .moved- in the direction' ' 
of ensuring 51 perce.nt represontatipiji.. for professional- bankers 
and specialists in rural eponoray,. agricultpre,.". small industries 
cooperation, economists and finap.cial experts-' 'on tl'ie .boards' of 
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the banks. The directors were precluded from havin,^ 
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substantial interests in large and medium industries." 
Similarly, constitution of advisory boards were introduced 

1 OQ . 

for the foreign banks. 

The amended law prohibited new secured and unsecured 

• • 

'loans and advances by the banks to their directors, though 

subsidiaries of banks were exempted from this provision. To 

give greater teeth to the measure, the government was 

empowered to take-over, on pa 3 rment of compensation, those 

banks which fail more than once to comply with the directives 

under Section 21 relating to advances and directives under 

Section 35A regarding broader policy issues. These 

powers, initially restricted to banks with deposits exceeding 

Rs.25 crores each were gradually extended to cover all the 

banks. The express enabling provision to take-over defaulting 

banks was also generalised. It was provided that ” if in 

addition, the acquisition of the bank is considered necessary 

in the interests of the depositors, or in the public interest 

or in the interest of banking policy" the government may 

■140 

take-over, a bonk. However, it was proposed that such a 
take-over would be affected after giving a reasonable 

opportunity to the bank' to show cause against the proposed 
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action. The totality of these measures came to be knoi*m 
as social control over banking, which was announced in 

142- 

December, 1967, Before we come ,to an analysis of social 
.control, it liiay be worthwhile to examine the logic and 
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working of the controls exercised prior to the introdnction 
oi’ the former, ^ 

Inspections and consequential suggestions of corrective 

action, alongwith licensing of banks as also of branches were 

regularly in force to rsgulato and consolidate banking structure. 

Licensing and other statutory obligations tended to introduce 

a certain degree of rigour in the setting up and functioning of' 

banks. A. number of exemptions with respect to licensing 

provisions and other obligations were granted,, as late as upto 
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1959, '’in order to mitigate difficulties experienced by banks," 
Apparently, discretionary relaxation in the implementation of 
the banking laws could not have' contributed to the realisation 
of the objectiv'-s for which the laws were enacted. However, 
the inspections were stepped upto ensure that all banks were 
inspected annually. . . 

Certain structural changes in banking were evident on 
account of gradual weeding out of thb; small and non~viable 
banks and the rapid growth of deposits • alongxirith changes in the 
sectoral composition of bank credit*:- It was observed that 
vigorous expansion of deposits and credits in the wake of the 
first two plan, was accompanie'd by a changed pattern of 
distribution of credit with growing participation in industrial 
finance by means of' term-lending and underwriting of shares. 
Alongwith this, the ratio' of capital funds to deposits declined 
significantly.'; Thus it became es sent id! ■to safeguard , the 
soundness of the banking system to raise, tile requirements. both 
with regard to reserves and liquid assets,': particularly In 'view 


of thci anticipated decline in both these ratios during the 
subsequent plans. Another need which was accepted by the 
planners was that all the financial institutions should 

ensure that their support 'goes to new entrants to industry 

146 

and to medium and small enterprises. In fact, the Third 
Plan document went on to say that ’’the SBI as well as other 
commercial banks may be expected to pla 3 ^ an increasing part 
in financing medium-sized, small and cooperative 

147 

industries. 

But concurrently with these policy enunciations was 
pursued a vigorous policy of mergers, amalgamations and 
strengthening of the banking structure. Many legal provisions 

were in existence in order to enable the smaller banks to 

1 4R 

merge themselves with some larger well-managed banks, ' 

Between I960 and 1965, the number of banks coming togethor was 
188,^"'"® which increased to 208 by June, 1969,^^^ There was a 
slow-down in such mergers after 1965 as most of the weak units 
had been dealt with by them. In order to facilitate the 
winding up of the weaker banks, they were granted a moratorium 
so that the assets of the bank are conserved in the interests of 
the the depositors and there is a continuity of business. Thus 
by doing away with the need for liquidations, mergers were 

1 cn 

facilitated and the depositors' interests were protected. 

The simultaneous pursuit of the ob;}ectiVG of strengthening 
the banking structure by bringing about mergers of the weaker 
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‘bank’'^. ■fd.th wsll^-manarj 'banks in. -both public- and private ' 
•secl^ter thou^tb mainly v/lth''^be, latter.: ^dpweadiCenln^^btbe.,: 

link-ieet.weon the manAyemeht of ' the ' hankh' an^. cl&ntrollefs 

of cospohate’ ln(''ustrial -sector gave rise to some «._■ - 

CO ntro^.ictory pulls. The weeding out of the smaller, 

mainly non-^ scheduled hanks helped the growth ~ both in 

ahsolute 'and. relative terms - of the larger hanks with 

strong association with the larger industrial houses. So 

much so that the share of the non-scheduled hanks in deposits 

declined from 7,3 percent to 0.4 percent and In advances from 
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8.6 percent to 0.3 percent between 1950 and 1969. But tho 
non-scheduled hanks accounted for a relatively larger share 5 . 
(nearly two-third) of the borrowal accounts, 
of the elimination of tho smaller hanks, the number of 
borrowal accounts ^during 1961-1967 came down- by 22 thousand 5 
while the- number of agriculturalists’ personal and traders’ 
accounts were reduced by 30 thousand,, 102 thousand and 

21 thousand respectively, the number of industrial borrowal 

.. ■ 155 ''^ ' ' 

accounts -Increased by 27 thousand. Apparently, with the 
larger :hanks,'. the access to credit for the smaller firms and. 
persons .with Tlmited means wa.s reduped. The reduction in the 
number of',. ho rrd-Wai accounts cut gut in the main the smaller 
account hoiders, 'as was. indicated by the weightago enjoyed, 
’by borrowal accounts in higher value ranges. Less organised 
■'sectors also experienced a fall in their share of hank 
•chedit, ' '• ' >' 
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• After mergers^ the larger banks grevj rapidly. 

Expansion of branches vms also mainly by the larger banks, 

to a certain extant owing to the policy of linking up 

capital reqiJi reman ts with the territorial range of a bank's 

sphere of operations. Then, tha axperi-3nce of failure of 

the smaller banks made the authorities reluctant to licsnee 

157 

new branches by the smaller banks. This policy led to 

br^ch expansion by the larger banks who, for one thing, 

did not understated local conditions and credit- worthiness 

of the sma3.1er clients in the same way as the smallar 

banks did. Moreover, the larger banks were under the 

control of the big indijs trial houses, who liked to use the 

158 

far-flung branches mainly as deposit collection centres. 

As a result, in 1966, about 57 percent of deposits and 

71.6 percent of the bank credits v;8re accounted for by 18 

large citisst 4 big cities alone took over 60 percent of 
159 

the bank credit. 

In this way, elimination of smaller banks tended to 

maks Indian banking oligarchic, which became so structured 

as to reduce credit flows to relatively little organised 

sectors and to busin-essmen and firms of small means. In 

fact, a' good part of bank credit went to the’ firms 

160 

controlled by the directors of the banks, who were 

161 

generally associated with large industries. 


The conflict 



botwesn ragulatory and development or promotional aspects 
of banking policv- arose, from tho differences in the 
perspectivc's 'undGrlying tho ti^/o. Uieregulated banld.ng led 
to proliferation of small iind. non- viable bail ns, wliich 
covered far- flung aroas, small- to«ns riid relatively small 


-irio 

firms and' bus liiceismiuai. However, rhe bo,nL--ing 


)racticGS 


adopt ad 'by tho sinail er banks <£i6. 
t he b an ks n on- v i a bla , end an go r in g 
deposits. With shaky confidence 


their small and tiny size 
the safety of the clients 
in the safety of the funds 


mad'. 


! 


piacod with the banks, not only the growth of banid.n.g habit 
is chockmated, but even the capacity of the banks to croato 
credit is cireumscri bod. Many regulatory and suxjorvisory 
steps wc^ro, thoreforo, initiated to protect the interests 
of the depositors. Based on coriventional norms of sound bank- 
ing, tliGs.o regulations tondc-d to oiiminato' tho smaller banks, 
as was vjitnossed with s certain pointed acuteness during 
the 1S61-65 phaso of consolidation of Indiaii banking structure 
The success , in the rcgi:0.atory. sphoro caused problems 
in the prcffl-oticnal and socio-oconomic davolopmont field, 
as the' small'er banks wero Ccitoring to the needs of sraall- 
sizod oGp.ncmic actlvitias in a, regionally dispersed manner. 

The option of s t ran gt honing Ihe., smaller banks by a raix of 
regulatory and promotional , mc.asurcs was not even "tried. 

The- larger banks^ with their . narrowly- vcstod- coBtrol, hclpud 


- 57 



fcy some policy measures against non- viable 
haiidraaid to add and abate the processes of 


ban is bficamc a 
G en tr al 1 s at ion 


ciid concern trationj see tcrally} regionally md elass-wiso, 

which wore, deriving support from some oth._r forces sometimes 

far more critical than that provided by narrow control base 
' 163 ■■ 

of commercial 'banfe. It might have been en indirect but 


inovi table consoquenco of ..the banking policiGS which wore 
viG\i?Gd operationally neither as 8. part of the existing 
in stitutionai pattern of the ' iDConomy, nor as c apabl c of 
generating countervailing forcos within the baiihing sphere, 

ThG factor responsible for such disfunctional out- 
Goass was seen to bo the oiA,norshlp and control structure of 
the banks. A section of public and Q-xpert opinion saw 
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a solution in doing away mth privata control over bankirjgj 
a demand which was mada many times in the Gontral 

, 166 

Legislative Assembly and various fora of the Gongross Party, 

On tho contrary, official thinking veerM round to introduction 
of various ic-gal prohibitions and limitations and 
administrative fiats under a constiltatlvc framework of the 
National Credit Council for correcting the consaqucncos 
producod by the structure of banking business ~ a structure 
which owod itself partly and, may be without conscious and 
Gxpross intotions, to aar-licr banking policies. 
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•The thinking appe.rcntly v/aG that it \ciLild he nossibl; 
to secure th^j social ofcjQctivccs withotit assur-dng direct 
ownership it.id control. Moreover, nation-jlisg-tion of b'-'-nlr.s 
was not considerod faasiblo because acoordiiig to t' 


1' 1 p 


view "the acquisition of haniis v;cuid sov.-rel 


fy ■ i?' T* ~p 


1 

.lO o 

adininistrativc resources of the gov.^rniaSnt.” 

As we saw in the preceding, various legcd. and adininistra. 

tive steps were takc^n, (-^^/hich in their totality were glvan 

the n ante of cocial control over banking) in order to miti gat'.i 

the consdaucnccs of tiiv. narrowly-vested control ova' honking 

aiid in order to bring about a positive thrust contribut3.ng 

to overall development through appropriatG financial let^'.r- 

mediation role of banking under legal restraints and 

stipulaticn.s and administrative fiats. The reconstitution 

of the Boards of the banks, appointment of full-time 

professional banker as chairmon, restrictions on persons 

with intarests in large and medium industries to be on the- 

Boards, restrictions on grant of new loans or advances to 

directors and members of advisory boards of banks in -whlah 
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they were interested constituted th^. kem©! of sociel control 

The National Credit Council was to be thw instrumuit for 

is8 i : : ^ 

credit planning in all its asp-ects, particularly, in order to 
increase th share of bank credit .going to th%. priority 


« 

i 
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Tho 
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sectors aiici more cffactiva 'mobilisation of savings. 

pUi’PoSigi of the schcrfiC was to Sccui’C "a bettor alignmont 
‘ . 170 

of the banking system with t|io n^cds of uconomic planni^.g”. 

Initially, the scheme was confined to banks mth deposit 

o^caodihg Rs, 25 croros and was lator on to be --xtondod to 
171 

cover all bands. Tho ossontial point of the schemo ^^/as 

172 

that by "appropriate guidelines for bank managomont" 
under throat of take-over for defaults, public purpose 
could be ac hie vc4 v;ithoiit public ownership. 

Some of the ’banks reconstituted their Boards oven 
before the amending Act .came .into force. However, under 
the provisions of the itet, banks with dcposltos of less than 
Rs.lO croros worG oxompted from the requiramont of re- 
constitution of their Boards and banks with deposits of 
less than Es,25 croros were exempted from the requirement of 
appointment of whole time professional chairmen until 
February 1970. Anoth.;r relaxation was granted .with respect 
to restrictions applicable to a bankas loans and advances 
to the controlling interGSts of the bank byoxcludlng loans 
and advances against government sSieuri ties, life insurance 
policies or fixed deposits and loans «nd advances to the 
Agricultural Finance Gorporatioh Ltd. Ihis Corporation was 
setup in 1968 as a joii'it vcnturo by leading commercial 
banks for financing priority agricultural projects. This 
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Was in rasponsc to a representation reccivo'd. fron tii:: be 
.173 

managcniGnt, in fact, the law providod that th.. RE:: 


define "loans and adVcUiccs" for purposes of 


1 c ai. 


?oniDition 


lending to directors and con earns in which they are 

l.ntv,r-stcd (..^xcopting subsidiari -.s of banking coruppiiies, 

goia,;riini.n t coiapanias and non-profit inalang coapanies) in 

174 

ordor to prevent "ganjinc operational difficult i-js". 

It is clear that a number of cat'cats were incorporated 
in the- scheme of social control, which made it a v;cak 
instrument. The govummen-t'’ armed itself with pov/ers to 
allow relaxations. The crucial provisions concerning the 
liraits ail d prohibitions on lending by the banks in which its 
cxocutiVGS ajid directors' wore inter sted was woakonea by 
exemptions with respect to category of . firms and the very 
concept of loans and advances. Then, in its implGnientation, 
relaxations I'jerc granted to certain cat^-gorics of banks 
f rom c arrying out certain planks of . the- social control 
cchciiic. In fact, the' Act itself provided for powers to grant 
such relaxations. Thus it may be inforrod. that the political 
resolve to free the banks ' from, private control exercised by 
a, tiny minority for furthering its in ta rest was not very 
firm.. The schemG seomod to ^ fulfil, atleast partly, the 
■purposG of warding off nationalisation, atleast for the 
time .bekig, ■ ' e. 
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The. schcmG was not based on a thoroagh ri:viow of the 

expcrionco of ' bank r cgulationj which ws's in force -under a 

c oiaprehonsivo onactinant sinco 1949 and, through -various 

deviCQS was carried on by the -RBI since its inception in 
# 

1936, In fact, the mannor in which bank .regulation for 
protecting the interests of the depositors was vjorking 


against a socially desirable banking structuro (froQ of 
•excess! VO control by the large industrial housojs) and 
Gonsoquontly v/as unable to provide financial intormediation 
for agriculture, small- sc ale industries, new end upcoming 
entrepreneurs in remote ^d relatively mors undsrdcvolopud 
regions did not appear to b-e clssr to the policy-makers, 
iiny sOihQi'JiG of changing, modifying and further .strengthening 
of the inechanisiii of indirect, legal- administrative controls 
ought to have bean based on a critical -examination of the 
interface batwean bank regulation and the w-orking of the 
oconon-iic system -under national lev cl planning for economic 
development. 

The manner in which the National Credit Council (NCC) 
functioned provides some basis for examdning the potential 
aiid reality of bringing about credit planning consistent with 
overall national planrdng,,.- ThG first sat up a 
standing committee under the Chairmanship of the Governor of 
the RBI to study problems relating to credit planning. Its 
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aa.jor finding was to stop up banic finsacii'ig of 

175 

and siiiall-scalo industries. The Chairman of th-o KCG 
Financo Minister, s-crcssed tte need for greate 


y UiA'- 

ClIT'C C 


mobilisation for the organised banking system. He 

also pleaded for aoeting the. Ore fit gap without 

176 

croating credit gaps elsewhere* Apparently, v/ithout 

diverting bank credit from eel sting users, an attempt was 

reconrisndcd for greater capacity to croato credit to meet 

tho n;..cds of hitherto neglected sectors. 

The second seoting of the ilCC sot up five study groups 

to ixaminQ long-term issues. In the next meeting held in 

March 1969 reports of two study- groups on deposit 

mobilisation and credit facilities for road transport 

177 

operators were consiaerod. Giv-en the declarod intention that 

the social control package consisted of “short- tom moasur-as 

to acliicve reorientation of the outlook for the banking 

173 • 

system, tho exemption and study- groups basod inplomantation 

of the scheme could not easily be coiisidcrs-d conducive to 

furthering its stated objectives. 

Legal- administratlvG, indirect controls over business 

behaviour is not new ted unique in any modern, market 

GConoEiy. India has a vast natv/ork of , such controls. 

Obviously, all such control is State control, and in a 


liberal a democratic 


iQwork, based on liberal views of 
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State and democracy, "is expactod to ba * social’ control. 

What was done concerning banking was nothing now and uni quo ^ 
only sane strengthening and -unified codification was attempt ad 
its implementation too did not show any urgency or cohesive 
purposefulness. For instance, reduction of the share of 
bank credit going to large industrial groups with controlling 
interest in bank managements was a crucial element of the 
social control sc hamo. The purpose was exprossed in terns of 
reducing the share of each bank’s credit going to 
industries associated with the former. In fact, the publicly 
stated objective that in the process of naating credit gaps, 
ne-w credit gaps were not to be created (as seen above) 

Implied that the existing industries pwo re not meant to bo 
dspilvedof the credit limits they wore aecustoniGd to. Fow 
to reconcile the two apparently contradictory measures? The 
way out was found in a manner •'which soanied to imply that the 
share of credit of each individual bank going to its 
controlling interests was to be reduced, without, of course, 
en t ai 1 in g an y re due ti on in t he .gverall volume of credit 
from the banking system as a whole to these large industrial . 
groups who controlled banks . 

Thus, what was done to meet the legal requirements was 
that over a period of cue year, the banks made arrangements 



transition, which meant no substantive clianga In overall 

179 

pattorn of credit allocation. It has boon cbscr/od that 

’*The restraints on advances tc directors and tlieir 

interested concurns was found to bo capable of -vasiori by 

laD 

mutual adjustment.” Tliis is only partially tiu a, because 
the 'mutual adjustment’, sanctioned by th^ RBI, could not b 
considered "evasiori” and the policy statamsnt concerning th 
need not to create new credit gaps vhero there exist none 
presaitlyj impliud that nothing different was likely to hav 
boon the intention in tho official 'mind, ,■ The cosnetic 
nature, of the change sconicd to be inhL.rQnt in the situation 
The targets, given by tho NGG for lending to agriculture ' ' 

were also. met cosmetically, instead of roaciiing credit 
directly to the agriculturists, Tarious public ap,d 
institutional agcjncios concornod with agriculture wore gran 
credit for mGc?ting the 'targets, ''io have already scon how 


either the Boards wGre reconstituted e^ven before tha social 
control legislation came into force or vjero permit tod to 
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post-pon@ it until February 1970. MoreoV'^ir, so long as a 
good part of the shareholding vms concOintratod in a fov 
hands, along vrith widosproad, diffused shareholding of banks, 
the 'professionals' n'ominatud on the Boards could not be 


ezpcctou to bo free s 
nominated thora . It 
ovaiorship ^d managoi 


f or neutral with respect to, those who 
was argued that "Givon tho e>d.sting 
lant structure, there wore certainly many 


ways by which the naturo of thoir transactions could be 

concealed by th(3 bahJss and their regulations and directions, 

obsorvGd more in form than in cont.nt. Consequently, as in 

the casQ of adioinistrativo controls li other fields, the 

li natations of "social control" without nationalisation havo 

becoioa obvious in the limited period that it has been in 
183 

operation. There appears to be ample justification, tha ref ore, 

for the manner in which the discussion at a conclave of tho 

ruling Party was summed up as "while nationalisation of banks 

without social controls v/ould bo a fraud, social control 

. 184 

without nationalisation was mGaningless. " As we soo below, 

I'l view of the omarging needs of agricultural credit in tho 
wako of tha introduction of HW- seeds basc4 strategy of 
agricultural growth, callod 'groan- revolution ' , the sc homo 
of social contioil did not appoar to equal tho task of deposit 
mobilisation and crodit allocation to priority sectors. 
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contiXJls do not ipso facto become the merits of direct 

control and ovaiership, liovi/cvor, many other factors intervene 

to doteriiiino the actual outcome, important among them being the 

character of the State and- the policies aied maJiagGinant practices 

followed by the unit brought under public ownership, Tho- 

woriilng of the SBI and ’its afflliates^ provides a basis 'for 

sQG-in g whethar diract ovm ership balps in s treerin g banioiri g 

186 

nolicies in the dir action of stated objectives, 

• 187 

Tho SEC achieved notablo successes in branch expansion. 
Similar was' its record of collecting deposits. Even in 
matter's of allocation of crodit to tho' priority sectors, it 
better th arc the other' sc hoduled' band's. But its 


porforraanca in tornis of delinking* bank' credit from the firms 
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and companies in which the bank directors ware interested 

was dismal. In 1962, such companies obtained 26.9 p ere ant 

of the S3I*s advances?, the figure rarained as high as 23.9 
189 

percait in 1966* It was pointed out by the Mahalonobis 

Gonirnittee that the proportion of such aduancas was the 

highest for the SBI, which made the comiittGe faal that 

looicing to the composition of the Board of the S3Ij with a 

sizeable rapresantation to large industrial houses, there 

is really no adeauata reason for separating it from other 
190* 

joint-stock banks. Thus, what one saw v/ith respect to the 
experience with the SBl v?as that while it want soiiB credit £bj.e 
distance in extending banldng, to unbanked areas atid in 
improving the share of those sectors which had relatively 
poor access to bank credit, it fared very poorly in da- 
linking and de- cone ant rati on objectives. While absence of 
direct ownersiiip and control, as in the case of the schanie of 
social control, may reduce , the effeetivanass of public policy 
la realising its announced objectives, there may well ba some 
other, more pervasive factors which may limit the effective- 
ness of direct, control and ownsrsliip of a particular sector 
or undertaking, in attaining those objectives wiiich may not 
be squaring so well with the inherent thi'ust of broaaer^^^^^^ 
polltiGO- economic factors,; 
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In its essence 5 the isGiia of sectoral, regional, ii 
class or group allocation of ban)!: credit is an issue 
on cerno cl ui th relative access to on important in t cr-nc.’ ci j 
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cl i s t ri bu t cd by , the ma rke t . Bat cert ain f e e tu r c s o f t h g 

coTiimodity called credit (like its direct command ovcr other 

convioditieSji.e., its noar-monoy character, its f on gi bil i t.y ) ? 

and soma organisational features of tho business of bani-ciiig 

(its oligarcMc structure, cembiiiation of oligopoly v’ith 

oligopsony) along with the basic . features of tbs Indian 

economy like growing inaustrial concentration and cliff sr on tis,- 

tion, make the allocation" of credit less of a problem of 

alloc at! cn of a comraodlty in a market and more of a problem 
: 3S1 

of access. ' , ^ ^ 

Unlike most commodities, obtaining credit is not 
related to availability of and vallingness to spend a certs, iri 
amount of disposable.. income, A borrower from a bank has not 
only to pay the price, but has., also to. repay tl'B loan, 

CbccausG what a. bank transfers for a period of time to it.3 
clients are basically others’ resources temporarily held 
by it) and has to demonstrate, to the satisfaction of th-a bank, 
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the capacity to repay. .In allocation of such a comiuodity 
as command over the econany^s stock and flows of commodities, 
then, the market alloc ativa mechanism, basad on the capacity 
and willingness to pay the price, can hardly function. The 
problem is, therefore, not of ’sale* of credit, but of 
granting/obtaining access to credit, Ihe issues involved 
become complicated because the relations betweeri the banks 
and its potential borrowers are market relations, but the 
usual market allocative rules do not operate in this field* 
Organisational connections, (links between clients and 
institutions), influence, loyalty, assessment of credit- 
v/orthiness, assessment of the affects of credit allocation 
to a client on business environment and prospects and the 
bankers’ own other economic interests, etc., are some of 
the factors which play a part in determining access to bank 
credit. These factors are influenced in a very critical way 
by the ownership and control pattern of banks. Therefore, 
the scheme of social control which did not touch the owioiw 
ship of banks, could not significantly 'influence the access 
to bank credit. On the other hand, the SBI, ^^ith its 
majority public ox'jnership, but with continued significant 
direct representatioa in managemfant to business groups 
similar to those controlling private banks, also could not 
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economic and social issues, 

Thusj the limitations of the- policy of haviny one large 

bank uniar direct public ov/ners hip and subjectiiig the other 

banks to sorae indirect controls and direct commands under the 

.scheraG of 'social control'' of hanking becarrie rnanifestj soon 

after the scheaid was introduced in 1967, Hoyaver, at the 

official lev el, there was hardly any sign of such a realisation, 

A; Bank CoBimission was appointed -for a comprehensive r avi aw 

of hanking and tiie '.ill- India Rural Gredit Review Gormnitteo 

too did not consider any- 'radical reorganisaticn of banian g 
■ BB 

essantisl. The process of undorstanding why the policy- 
makers want in for a choico.in favour of nationalisation of 
major banks in mid- 1969, ■ therefore, requires' an oxami'iiation 
of the factors which might have, inf luaiced decision-making 
;gin|;thi-;s::::rdspe ■ ' 
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4 good deal of -v/ritlngs ara available discussing tho 
' 194 

pros and cons of bank nationalisation, i/jhataver the value 

of such writings when the issue of bank nationalisation" was 

a live, controversial issue, it can throw only a limited 

light on the factors which are likely to have influenced the 

decision to nationalise the major banks. Apparently, the 

main value of such writings was in influencing public opinion 

and thus have an indiroct bearing on the- government's decision. 

Our hypothesis is that, apart from directly (or, as some 

might say, purely) political and ideological factors, which 

are related to the broader, macro-level political- economy, 

there are" in operation, at tw levels, a certain combination 

of factors which clinch a moot issue likn that of 

195 

nationalisation of bank. First, tha experience of regulating 
banks through a largo array of devices, as discussed above, 
showed some persistant, intractable problems. This alone 
might not be considered sufficient to drive the authorities to 
undertake hatxonalisation. Similar experience of indirect 
regulation alongwith limited entry of public sector can be 
seen in many other cases like those of jute, sugar and 
textile industries. Additional and fairly decisive 
is derived for such a decision from some important macro 
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manv times without much regard to other I'actors, 
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of the pov-rcrful role played by some macro economic factors, as 
discussed below, ona is constrained to considor the role of 
dramatised, .so-c alia a purely political factors as ovcrbloori 
and one-sided, 

Eurin^ the period immediataly preceding the tak-over- 
of major banks, the Indian economy was witnessing a develop- 
ment of far-reaching importance in the form of Introduction 

of the new e.gricultin?al strategy, v/nich came to be popularly 
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kRovn as the green revolution strategy* Ihe new strategy 

Initiated in the year ^1 was based on the ' erne rgence of new? 

fertiliser- responsive higir-yielding varioti ss of seeds v/hich ^ 

can prornoto a saquence- of short- duration crops in areas of 

assured w?at or- supply, provided adequate economic incentives 

' :ii :;ww :;U": :■ -r . 198 : ... ■ . , ^ ■: 

and support, facilities wora made available. Implementation 

of this strategy of increasing agricultural production, 

mainly of , those crops for which exotic and hybrid varietic.s 

of seeds wn>rG available, raquirod the State to plan for the 

production, import, distribution and adoption of new 

purchased inputs by the cultivators,. This, in turn, roquiml 
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the cultivators in areas with assured yatev supply and 

suffieient resources (scale-neutrality of the technology but 

not neutrality with regard to comand over resources), 

to increase their levels of investment for production snd 

investment programmes. It is on account of the need for a 

greater ability to mobilise the reci'uisite finances for 

adopting the new technology that this strategy came to be 

199 

lQio\\2n as one of “betting on the strong" and which had to 

introduce an incentive price policy for agricuj-tural 

comodities. The financial allocations for the programmo 

on public account had to be increased vastly as the state 

had to ensure availability of new inputs in the economy 

(cheniical fertilisers, HYV seeds, pesticides, pumping 

sets, electricity and diasal, electricity and dias^, 

mariating facilities including warehousing and transport, 

resoarch and extension etc. ) by undertaking specific, 

200 

direct responsibilities in these matters. In a bid to 
popularise the new package of farm practices, the State 
midertook to subsidise the supply of various inputs. 

The financiaJ- resource mobilisatioh implications of the 
agrJksultural strategy were two-folds financing governmental 
outlays and providing finance to the cultivators. The 
earlier agricultural programmes, under the community 
development and infrastructural investments .did n.ot make a 
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compsrabla demand on puolic outlays, octtirig up of 
Capacities for- furtxiiscrs, pc.;S‘c,iCj.uc-. 
power g'on oration 5 production of ol-cti’ic and diesel pw::; 
ate. raauirod large public investiii^nts . In vi^-; of eho 
allocation of roles in eerms of the. industrial policy 
resolution .19569 these- in ves tiricnte gene rally b ocojq a the 


■loral 


r esponsibility of the 3t-atc, Rather low inter- secto] 
backward linkages of the carli-.r- strateg}^ for agricultural 
growth with limited nac cl for purchased curroiit material inputs 5 
absence 01 any eccplicit bias in favour of larger rcsourco- 




commanding cultivators for providing 

dovolopment 

nity/ based strategy and the absence 
changing the organisational framework 


the props of 
of any iiaud 
of farming 


for 

away 


from srnal 
for some 
farming a 
dramatic 


1 peasant farming to capitalist farming, (except 
eff orts to Frepagat-a voluntary joint go- ope rati vo 
s a prefc’rrod form) did not load to a sharp and 
incroaSG-in the -financial roauiremonts es wall as 



the; borrowing Capacity of the cultivators. 

With adoption of the. nev/ agricultural strategy, the 
need. for purchasing current material inputs, greator farm ' y 

level investments , like those in minor irrigation and'^land 
improvement, greater potential for surplus generation 
leading to more wage-labour based farming and reliance 
on farm machinery by the cultivators with largo land- holdings, T- 
marketing of a larger proportion of the. farm produce,' 
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groatar risks and ■uiicGrtaintiQs and iicod for raethods of 
coping with thsiHj wore all olonionts of_ the new strategy 
which vastly raised the financial raqiiiresnionts of the 
c 111 tiva tors. 


Tho credit need of agriaiatrjro w@ro assessed as soon 

earlior by the National Credit Council and iridisr the social 

control of banking effort were made to mGct the larger 

credit nc^Otds of agriculture during the years of the annua i 
201 

plans (1966-69). Howovor, for the Fourth Plan period, 

credit noeds of the now strategy during v/oro ostimated 

by tho All India Rural Credit Review CommittoQ of the RBI, 

According to it, tha short tcrai agricultural credit 

roquircnient in the year 1973-74 was going to bo of the order 
202 

of Bs. 2,000 CTOrcs. It estimated the long-term credit 

requiremont during the Fourth Plan (1969-70 to 1973-74) 

203 

at ife, 1500 crop qs. 

As the now strategy was to establish itself more 

firrcly and over a wldor area, the crodit needs v/ero to 

increase as it was observed that "the dopchdencG on borrowing 

was somewhat larger in the case of inputs for hi ghy- yield iiig 

204 

crops than for tot^ current farm expenditure,” As a result 

”as tho area under the, programme expands, the demand for 

205 

credit will tend to incroas.e more than proportionately". 
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investment, was 'to be a development. So far the position 

of banks in such financial InterinGdiation has been rather 

limited, cording to the All India Rural Credit Survey 

only 0.9 percent of ' the credit needs of farmers was met by 

the banks in 1951-52. The non- iiisti tutiomal sources 

208 

provided 92,7 percent of their credit needs. The survey 

pointed out the gaps in the credit structure and short- 

209 

comings in the functioning of the credit agQn<sits, HiQ 

position of banks as suppliers of credit to cultivators 

worsened in 1961-62 to 0.6 pca?cent, as revealed by RBI's 

All-India Rural Debt and Invostment Survey, though owing 

mainly to the growth of cooperatives, the share of non- 

210 

institutional sources declined to 81,3 percent. 

The entry of SBI and its subsidiaries , though 
specifically related to the need for supplying credit to 
agricultoe and rural sectors, could not create an instrument 
for meeting credit gap of the order of Rs.1600 crores annually. 
Nor could the scheme of social control, as seen earlier turn 
out to be capable of meeting a task of this magnitude. The 
position of advances to agriculture by major scheduled 
commercial banks duriiig 1968 and 1969, as- shown in the table 
1/1 given below, brings out the size of the quantum jump 
required of the banks, to be able to meet the financial needs 
of agriculturof during the Fourth Plan period. 

. ■ ■ ■ ■ ' 
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The share; of dii-cjct finaiica to ae,r-Gul it can be 
scan from Tablch/I in total bank advances to agriculture v;a£ 
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large niunbar of rural and sc-mi- urban branchos were opened. 

Despite those changes, the advances of the banks "continued, 

till : rue eiitly, to be oriented to the neids of organised 

2 12 

trade, and in an ineraasing moasura, of industry^' 

in viavj of the p-ast axparierKo and of the nature of 
banking in India, a view came to prevail that "the tr^^nd of 
both expert opinion md - fficial policy has bean that co- 
operatives, and not ccmiiiorcial banks, arc tlia copropriato 

. -213 

credit agoncies for .agriculturoi': The -HI- India Rural Credit 
Review ponmittaG, quoting "several expert committeas", 

(like Indian;: ■Ceh.tr&l -.Bariking Inquiry Committee, 1931, 
Agricultural . Fin anco' Sub*Gotimitt CO; lOdg. Rural Banking 
Enquiry Cemmittoe, 1950, All India Rural Credit Survey 1954, 

■ the Informal Group oh ihsti tutibnal. Arrangements for " ' 
Agricultural Credit, 1^643 pointed out that "whils all of 
them werek agreed that commercial banks had dene little to 
finance -agricuilure, nr<nQ of ^ them made a positive suggestion 
tihat t^^commercial banks should enter .this field in any" 
large way”. 
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The government; policy so far was not to involve the 

baniis for dealing directly with the cultivators. It was 

stated as lata as in December 1968 by the then govarnor of 

the RBI that, "Hitherto, for various reasons, carmiercial 

banks have not played a significant role ‘in providing 

agricultural credit. The policy in fact was to encourage 

cooperatives rather than commercial banks to operate in this 
225 

sector." 

There was nothing new in the indirect relationship 

between agricultural credit and commercial banks. It was 

pointed out by the Indian Central Banking Enquiry Committae 

in 1931 that "commercial banks - occupy a significant 

place in the financial superstructure that is available to 

the village moneylender, the indigenous banker and the 

216 

trader in agricultural produce, » This indirect link 
through higher interest rates in rural area was not capable 
of meeting the new credit needs. Hence the policy under- went 
a change around 1968, not only on aecoiont of the new scale of 
agricultural credit needs, but for some other important reasons 
as well. The organisation of agricultural in India up to 
mid-sixties which was along subsistence farming on the one 
end and large, semi- feudal landlords operating their lands 
extensively through ton ancies, on the other end, ’was not 
found attractive and amenable to dealing by the cosmssrcial 




ideauate surplus 03 
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banks. They either did not hax’ 

or- lacked incentive to go :Ln for borrowing. The green 

revelation strategy, cssirdng as it did after Zamindari 

sbolition and large scale resumption of large tracts of land 

for self-cultivation ( Hhudkashta ) , increased productivity 

find, 'Drofitabllity to t level which gave rreat fillirj to 
217 

Capitalist farming. Hence, with this ’’radical transformation 
of agriculture”, ’’the position has changed completely", so that 
’’the cooperatives alone will not be able to meet this demand”. 

There is a credit gap which has to be filled in "jointly 

218 

by the cooperatives and the comnercial banks, 

Th'cs it appears that the technical and institutional 
changes in Indian agriculture, giving prominance to 
commercially and financially viable units with growing 
surp3.us (which may bo d>scribed as s tr.ngthening of capitalist 

. ■ it ' 

farming) paved the way for a larger and increasingly direct 

role for coiinnercial banning not only for mobilising 

deposits, but also for. providing new lines for safe and 

profitable lending. The modern, capitalist agriculturists 

Can provide, 1: addition to tho -security of land- holdings, 

the security of the concerned equipment for term lending 
their 

and /assured, larger yields may .underwrite crop loans. In 
addition to the higher level of credit, needs of the cultivators, 
which argued a case for supplementing the activities of the 
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cooperatives by those of the banks, the incraasod viabilit:, 
of a promin^t class of cultivators opened up profitable 
avenues for extending tha role of bankirig. 

Additionally, crstain weaknesses of ths cooperative 
iTiSt itutions in addition to their inability to mobilise 
resources fop landing, as reflected in the low share of 


omed funds to total loans (1/6 In 1951-52 I/IO in 1965-66) 

made its essential to axplora the possibility of introducing 

corractives by means of a bolder entry of banks in 

agricultural finance. For one thing, the small farmers 

could not obtadn a fair deal from the co- operatives. As 

ths ''ilRGRC said, "the weaker sections of cultivators 

continue to receive only limited benefit from co-operative 
219 

credits* Further extension of the nevj sgri cultural strategy 
Sind the need to overcome some of the imbalances introduced 
by the new strategy necessitated grectar efforts to involve 
the small farmers, among other things, by means of easy and 
adequate cradit. 

Than the spread of cooperatives was very ijin even as 
between various States. lAMle Maharashtra, Tamilnadu, 

Kerala, Pan jab, Gujarat, etc . showed covGraga by cooper atlTas 
of cultivator households ranging betwsen over 83 percent, 
and 52 percent, for other states like Assam, Bihar, 

Madhya Pradesh| Oi’issa, Rajasthan, and West Bengal, the 
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raiig '3 was oatween 17 psrarrit So 33 p '"r In viaw 01 “ 

thcsa liniitatioiis of tho cooperatives^ it becario necessary 
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Efforts to rsrnedy the 


wcateiessos of th;-: cooper'! tives did not go very far. The 

most modQrato of such reforms, notably the extension of 

cooperative agricultural credit based oUi the credit of tha 

22,1 

State Banl: of India, have met with little success. 

What could be expoctod of tha private banks in this 

direction has to bo viewed in th-i light of e.) the 

cxporience and proclivitias of the banks so far odth respect 

of agricultural credit, b) the char’ god conditions of 

a gri culture, c) the expo ri once of social control ever 

bai]i'd.ng for gioaring thorn towards agricuiture to a greater 

extent cornmensurste with current needs and d) the emerging 

pressures on .Bank credit from the other, more organised 

sectors, ¥c ha‘eo seen that neither the exporie-nce nor the 

proclivities of the private banks coifld be Gonsidered as too 

favourably disposed towards agricultural finance. Tho 

222 

cizepericnoc of social control did bring in a thaw, but 
neither its extonu nor Its form was coroinsns-urate with the 
no-cds of th.- now : gri cultural strategy. As the then 
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Governor of the RBI pointed outj 'touch more has to he done 
223 

on a wider front." Tliis was no easy task oithoy. is the 
then agricultural Secretary to the Government of India 
pointed out, "The small farmer is, no doubt, a problem, 
but this problem cannot be tackled merely by the institutional 
finance in tho country...... It is this persistent question 

of finance for the non-creditworthy that appears to have 
frightoned the commercial banking sector to some extent 

224 

and have forced them on the defensive to ask for safeguards”. 

In view of the limitations and disinclination arising from 

the fright concerning the credit needs of small, non-viablo 

farmers which gripped the private commercial banks, certain 

policy makers took the view that the commercial banks need 

not be concornad vdth "these specialised sectors", like 

the small farmers but "taka agricultural finance for the 

225 

c radit- worthy on a production programme." 

In fact, a suggestion was mado that commercial banks 

should concentrate at least in the early stages on opening 

of branches in and serving 'HiyP, IlflP and other similar areas 

^^rhcra the expanding tachnologic al possibilltiQS of 

agriculture had created largb demands for financing wich 

could not bo possibly met by the cooperative sector 
226 

alone. Thus, those- who thought that a new and growing 
relationship (which was to bo ’regarded as a commercial 
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proposition and not as o social wslfare ricasurd is to bo 

cstablisliGrl botv/euii , capitalist faraicrs ona ocimn'T cial banls 

for sustaining tho now agricultural stratogy in its 

concentratGa form, did xiot consMer that-’c.ny structural 

reorganisation -of the Indian banning ws.s rjaulrod to b c- 

■ ■ . ■ . ."C'QQ 

i'.j O 

undertaken morelj' in tho content of agricoiltural credit,” 

For tins pur-DOSG "ucti on at appropriate scrstcgic points 
■■ 1 . 229 

and suitable a^Justmonts in banking practice” woro considered 

sufficient, without involving i- change? in the pattern of 

o-wnership. It means continuation, further refinamont and 

s trangtlienin g of various clamonts contsinad in the social 


control scheme \s?cre praferrad by a s action of opinion and 
for tills purpose they were prepared to sacrifice the 
objective of taki-ng baric credit to small farmers and to 
regions poorly served by cooperstiv-^, (//hich happened, by 
and large, to have adopted to a markedly lesser extent 
the new strategy of agricultural development). The question 
vjhether a change over from private to public sector, banking 
could enable taking bank credit to tho small farmers and 
neglected regions (tasks considered social welfare measures 
from the p‘©int of view of private banking, ) was not asked 
explicitly by these sections of expert opinion. 

The inability- and lack of interest of commercial banks 
to go in for cxtondinglcredit. facilities to all categories 
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of cultivators callGd for larga resau.rc6S« Iho industrial 
sector in India, as seen earlier, had come to aep-and on 
and use a large part of commercial bank credit. Any 
diversion of credit from industry to agriculture would 
have been both incoiisistent with the pub.iic policies and 
against the directions chosen by the banks of their own 


volition. In any case, tho experiencQ of industrial 
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recession and slovf-dovjn experienced in mid-sixtias 
hoightc^ned the revival and supportive role of bank credit 
for the sustained growth of industries. It meant that 
without “axp^dihg the credit-base, i.o., deposit mobilisa- 
tion and increasing overall supply of credit, itwcnld have 


been difficult to meet the needs of agricultural credit 
without reducing credit- flows to industry. The established 
banking- industry relationship, specific credit needs 
generated by the policies to deal with industrial recess ion 
and slow-down and the general powerful position of industrial 
interests in the Indian political economy, all combined to 
argue a case for a restructuring of Indian banking. 

This restructuring had to bo directed towards massive 
expansion of banking facilities, even when many of tto 
branches may not toi 5 in the short-run and in & conventional 
micro sense, viablG. This wDuld provide a basis for 
deposit- mobilisation needed for mooting agricultural 




credit; needs vitlioiit: imposing a cut in 'sho shars of industry 
and trado. As the politico- economic pressures for giving 
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producing farmers alone. Ibis too argued a c ase for a 
radical Intarvention in the ownership and control pattern of 
the coiniorcidl tanks. Involvement of tha small farnifers and 
agriculturally backward ureas in the extension and 
intensification of new agricul rural strategy, required, 
inter alia, large-scale financial' inter-mediation by 
commercial banks. Owing to private banks’ resistance to 
enter these- areas on a really large scale, it became essential 
uitfcer' to‘ take-over the bajiks or to redefins agricultural 
strategy.' 

There 'wore various nressures for the take-over of 

232 

banks from many political parties and groups whos-e power 
vis-a~~\/i's the ruling party had incroasad owing to the and of 

233 

ono party hegemony in 1967. Bat no loss important to the 
decision to take-over tha banks ^was the inner-party struggle 
in thfci ruling Congress Party, following the eloctoral 
reverses and the void "I eft by the death, of Jawahar Lai kehru. 
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The election manifesto of the congress Party in 1967 
incluaad a promise to ’’bring most of th©3Q banld.ng 
institutions mder social control in order to serve the 
cause of ecomiiic grouth and fulfil our social purpose more 

Ca Ox 

effectively”. In the following period, .the "unresolved 

controversies over the direction and pace of social 

transformatim were, moreover, revived in the immediate 

context of a complex power struggle Inside the Congress 
235 

Party”. A ”Ten-point Pi' 0 gramme” was adopted to speed up 

social transformation, a condition considered essential 

for shoring up the fortunes of the Congress. Its first 

Doint Goncarned implementation of social control over the 
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banking institutions”. Tha controversy over the issue of 

social control versus nationalisation continued, particularly 

on sccount of Goncertsd efforts by a section of radical 

congressmen. At the Jabalpur ,4ICC session in October 1967, 

there was considerable support for the tai^^-over of the 

banks, but there was ’’the rock- like- oppositions of Morarji 

Desai” Deputy Prime Minister and Finance Minister, to it, 

whoo succeeded in "winning a commitment from his colleagues 

to consider bank nationalisation only after social control 

237 / 

had been given a fair trial for at least two years.” 
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The Parlianant also often heard pleas for tale-over 

of banks and srsdually made the govornmsnt concede point 

238 

The political 
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majority attending the cieating endorsed the recomnieridation 

for bank nationalisation" Mor or ji Desai, once again, 

adsmsntly stucm to his earlier position of giving a fair 

239 

chance to the schams of social control. This was s period 
v/hen the Government economic policies had come .l^;rgely 
■under the sway of Moraji Dasai. As we see below, nationali- 
sa'u-on of bank, a measti.'e 'which v/as anc thsma to Morarji D-aoai 
was vised to remove such powers from Morarji Desai. 

The group of sei'dor Cong res omen, known as syndicate, 
ware involved in an intense power struggle in which moves 




to change to growth-oriented, private sector- centr 

policies (iwhich were ’ gradually coming into prominence 

during 1964-69^), was one of their ideological rallying point. 

The opponents of this . group,/ clustered around the Prims 

Minister, Indira Gandhi, included a vocal and influential 

group who stood for poll ci es , like that of bank national is a- 
240 

tion. Both the left parties and Congress Socialist Fourm 


r 





undertook popislar mobilisation on these ideological prograr- 
nimatic issues | their cauipaigns, tactics and strategy ware 
in some ways co-ordinatsd. 

These controversies erupted again on the occasion of 

the Bangalore session of the AIGC in July 1969. The official 

economic resolution reiterated Inovjn positions, including 

the Tsn-Point Programme. The Socialist Forum group 

presented an alternative proposal^ which demaided immediate 

nationalisation of private commercial banks and general 

insurance as a part of amore comprehensive programirie of 

241 

controlling large private corporate sector. 

Subsequent power- struggle over the issues of Congress 

nominee for the Presidentship of the country and perception 

of lurking conspiracies made the Prims ffinis.ter reopen the 

issue of bank nationalisation. Her note to the woriting 

committee, among other things, noted that, “there is a 

growing feeling in the country regarding the nationalisation 

of privatG commercial banks. Wg had taken a decision at an 

earlier AICC, but perhaps we may review it, Either we can 

consider the nationalisation of the top five or six banks 

or issue directions that the resGurces of the banks should 

242 

be reserved to a large extent for public purposes”. 

Subsequent political manouevrings in a great factional fight 

rasulted not only in the nationalisation of 14 major 

coamercial banks but also a major split in the Congress 
243 

?arty. The momentous political significance of the move 
to take-over the banfe was- thus visible in its direct and 


- 90 - 


... ' 


iniTiediate as 

sphere. 

as 

■ lor 

ig-run fall out in 

There we 

re 5 as 

s oar 

1 above, 

0 D ye G t X V 8 5 

and' sustain scI 

'''« 1 "1 n 

cal 

compaign 

f 0 r a mov 

w i'l a c w as c o.L 1 

ed 'social 

c ontrol ' 

to nation 


political power straggl.; and rivalrlas, Tar froHi baieg 
causative factors, did play a great role in ovarcoiiE.ng the 
Inhibitions of s regime gane rally not in favour of take-overs, 
and for x^/hich nationalisation formed a minor, last- resort part 
of their policy and strategic parspective. Conesrtsd. 
political campaign on raany a front by various political 
gr-oi-ipings not favourably disposed towards large, 'private 
business played an important role not only iii keeping the 
issue alive and mobilising popitLar support for it but also 
at higher policy fora, it is difficult to say if mere 
objective economic factors could, have clinched tha issue 
in favour, of nationalisation. Many other sectors/ Indus tries 
could .face such a necessity. In overcoming resistance, in 
the timing aiid form of the decision, the political struggle 
•Came in handy and the forces arrayed in favour of nationali- 
sation made consis tent 'and effective use of the raging power 
struggle to give it an i'daological - programmatic dimension. 

It would be futile' to- apportion various orders of significance 





to these factors, it was a historic conjunction wnich in 
its totality brought about the take-over- of the Banks. 
Conclusions; 

Foregoing cnalys-is brings out how banking in India hscl 
intimate direct ana indirect connection witn State 
initiativas and iiitarvsntions of many types from the beginnin 
In the course of halting and partial emergence of 'many 
features of . iiydustriai-isad market economies, banking too 
could hot escape acquiring the imprint of the larger process. 

' This' could as well-ba" taken to .indicate the passive, non- 

cataiytic role played by the bcUiks. Thus, regional and 
sectoral spread of banking showed the features of an 
inadequately integrated ec on craic structure. Under tho irapact 
of m,anaging agency system, inter-looking directorships 
between banking and industrial companies and highly 
concentrated character of the industrial corporate sector 
banks came to become/narrowly held, preserves of large 
industrial houses. Its role in the sphere of trade and 
finance overshadowed that in the sphere of industries aiid 
even more sharply jii agriculture. ■ 

Since the major thrust of public; policy regarding 
banidrig t^as to ensure the safety of the depositors’ money 
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wsTG subject to certain handicaps said prone to t end an oi as 
inimical sound, banid.ng practices. Owing to uiiorgGiiiSGd, 
small- siaad and dispsrsod nature of agricultural activities, 
private banking tended to ignore it as the profitability 
and credit-creation possibilities were liniitsd in connection 
with their dealings with the agricultural sector which 
had low productivity, and was not given to banking, 
habit, -uhus even the expectation that private comnercial 
banks could provide credit to tho farm sector directly • 
was not seriously ontortained. 


h whole raiigo of ■■controls, frequently strengthened 
through legislative and administrative actions, including 
mixed banliing (i.o., a comblfiation of public sector and 
private sector banking) neither could match the task of 
malcLrig such additions to the rate of investment and its 
fO-locatlon as could further the targets and tasiis arising 
from various medium-term plans nor could prevent distortions 
of the process of growth id owed in terms of th:.' 'olan 
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objectives, particularly in connection with finance for 
unorganised and S!ria3.1r sc ale economic activities. Even the 
method of issuing direct fiats and direct changes in 
managanen t and control structures was experimentally tried 
imder what came to be iaiovin, follow;ing the sub- title of a 
booiCLet issued in 1963 by the Indian Banks Association, 

( A represeiitati ve organisation of private sector banks) as 
* social control ’ over ban *d.ng. It neither had an inhorent 
promise, nor did it promising results. 

Meanwhile, two major changes in India’s political 
economy, viz. the changes in development parspoctiva, 
priorities policies following the introduction of the green 
revolution strategy of agricultural growth and a serious 
power struggle in tha congress party following the death 
of Nehru and Shastri, joined hands to clinch the issue in 
favour of nationalisation of banks. 

The thrust tov;ards acceptance of nationalisation xv’as 
further strengthened by some subsidiary factors. The 
limitations of legal and administrative controls appeared 
in various foms. CTenc rally initiation of -a legislative or 
administrative action was follpwed by limited success on 
account of either tlie weaknessas of the measure in question 
or discovery of new methods of bypassing the 1 aw. Then, 
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theara was^ & certain inability to anticipate newly swierging 
relationships between bani-iing and various brEnches of the 
economy nee as sit a ting new measures of regulation. The 
piling up of controls 'ruil regulations in an incremental 


msiincr as belated response and without a consistent, overall 
framewori; contributed to reduction of ohe effectiveness of 
indirect steering. Such euperieiico of bank regulation tend.®! 
to present, at least implicitly, nationalisation as t- 
preferred effective option. 

To this there was considerable opposition, not only 
bj the interests directly involved but by a powerful scgmeit 
of political structure to -../hich my nationalisation was on 
anathama. Ttia socio-economic factors referred to in the 
form Of s big increase in the credit needs and credit- 


worthiness of a large number of cultivators who needed 
directly from the banks short- run production credit and 
the inability of cooperatives to meet the bill, prod^uced 
pressures, for a more active role for the banks. It was 
very difficult to divert the normally prevalent pressure 
of demmd for credit from the orgEinisad large-sized ae cnomic 
units in industry and trade. 

Recessionary coiaditions in industry made the govarnmnnt 
still more reluctant to curtail bank credit to Indus bry| 
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in factj liberal credit is an important elemeiit of the 


policies of revival, 
by gbing to -anbanksa 


Thns, massive deposit mobilisation 
areas becomes pressing necessity. 


All these developments 
nationalisation option 
pressures was heighten 


worked toviards the acceptance of 
. ' Ths force of such implicit 
ed by the political campaign for 



bank nationalisation in which both broad sections of the 
ruling party and many left parties were engaged in. Given 
the power struggle In the higher tensions of the Congress 
Party, bank nationalisation presented itself as one of the 
decisive moves for turning the tide in one's favour. All 
the other factors were already pointing to this choice. 
Hence the take-over of major oortmercial banks because ;a 
reality in mid - 1969. 

Takeover of the banks was going to hurt both the 
short and long-run interests of . the larger industrial 
houses in a manner no other nation aXisaklon attempted so 
far v/as likely to. Tills is in spite of the fact that 
immediately following the taka- over of banks the policy 
was not to make the large scale industries face any 
shortage of credit. Further, no Ijajiiry was expected to be 
caused to the long-run interests of the large business 
houses by following a policy of plentiful supply of credit 
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italist aiid small famors ana other 
j. tal. rJowe.vor-j less of direct 
control over s major source of finance, ana its rsplaoinent 
by direct dsterminaticn of credit policy by public 
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cncern in the long-ruti to the 


large j-ndtis trial greupsj adding to thair 'oncer tain ties 
and costs. The compaign for bank nation eO-isation and 
official statements orsr the rationale of the take-over 
left llttls doubt on this score. 

Given the abevaj one cannot escape a o^uestibn concerning 
the natura of ch^anges in class and power alignments v;hich 
could no longer prevent the. fjlfillniant of tha long-standing 
and fairly vjall articulated demand for take-over of banks. 

Our analysis makes it clear that one major factor was the 
emergence of agrestic 'capatalism by the end of sixties. It 
generated a good aEiount of d«iand for bank credit in rural 
areas, is a result there emerged alternative foci of power 
to the 0vay exercised by large industrial houses . Mo^aov^3rJ 
the growth of small industries and regional industrial 
capitalists also contributed to r.eduction in the influGncc; 
exercised by the large, houses ..controlling the banks. 

Then, the increase in the member of technic all;/ 
qualified personnel,' generated pressures for overcoming 
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financial linn tatlons inhibiting their entry into industrial 

sphere. Narrow control-. base of the commercial banks could 

easily be ilontifiad as a limiting fac tor vhich- had to be 

. . 'Drosnccts for 

changed iii order ro improve ^nti eb-ronw-ii^x ^ 

these vocal sections. The process of ui-banisation was also 

strongthenGd during the period 1950-1969 anyi opaning of 

branches by banks tended to contribute to the amergexice of 

smaller tovjns, as growth polds and centres. The conservative 

policy of private, banks regarding br-arich expansion aiso 

invoked favourable response to bank nationalisation m •niooc 

urban areas. I;t may well be suggested that while private 

banks found it difficult to cater adequately to the naeds of 

agricuaturo, spiall industries, technic^ Person small 

towns, there was little long-term conflict between the 

satisfaction of credit needs of the above mentioned camegorios 

and the interests of controllers of big private banks. 

Hence, given the specific features of bank nationalisation 

and likely course of future credit policy, the degree of 

opposition emanating from the large industrial houses coiald 

not have been too vehemant* 

The constellation of forces, relevant from the aiigl^ 
of ownership pat tern, of banks, which came to obtain towards 
the clos® of sixties was markedly different from that which 
existed in the early fifties. During earlier period, the 
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State structure was the only well organissd sector, which 
could have acted as a counterwoight to the organised 
industrial industrial groups. Since the State *s own 
financial needs could bs act without rscourse to comer cial 
aaksp there was no strong enough group against private 


b- 


sector 


.one with the -DroDlains faced in 


obuaiaing credit by agricnltuio and otiiep sectors, by the and. 
of the sixuias, the difficulties in raising resources for 
the plans had b-iiCoisQ quite acute. Under such s situation, 
direct control over b an ItLng would certainly held core 
attraction for a Finance Minister conteniplating' avenues 
of resource mobilisation in not- too-dlstan t futurs. Thus, 
it appears that tho combination of interests who say hopefully 
look to nation alls ad banking as a vehicla for furthering 
t hair socio-economic prospects (as distinct from mized banking) 
became stronger in cocipari son to the forces who resist it. 

However, ezamption of foreign banks from tho 
purview of nationalisation was significant. It not only 
indicated the kind of appr.oach which came to obtain regarding 
foreign capital, but also showed spec ial position acquired 
by foreiga capital. Referring to ' that element of Indian 
policy towards foreign, capital which dictated noiv discrimination 
between foreign and Indian undertakings, Michael Lipton 
argued that the non- discrimination policy »was actually; 
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relaxed in favour of foreign banks, notably British 

invGstors, when Mrs. Gandhi exempted overseas banks from 

the Bank Nationalisation Act* of 197G thereby imporilling 

244 

that Act's constitutionality". In fact, one of the foroign 
banks, viz.. National and Grindlays Bank, was abov^^ the cut- 
off point for the choice of banks to be brought under public 

245 

ov^nership and control in 1969. Also, in 1980 when six other 

private banks, X'.^hich grew at rates much in excess of tbo 

216 

public sac tor banks j wer e nationalised, discrimination in 

favour of foreign banks, particulai'ly National and Grindlays, 

(no withstanding the fact that a specific demand for itc 

take-over was made in the Parliament), was x>;i -fan ass ed. once 

again. In 1969, the reason given for excluding foreign 

banks was connected with the assumption that these banks 

"render more efficient service to the Indian consumers in 
■ 247 

financing foreign trade and tourism, " In 1980, it was 

blandly declared that it is not the policy of the Government 

248 

to nationalise the foreign banks. Such features of the take- 
over process limit the role which nationalisation may play 
largely to a specific SQctor| in this context, to the 
needs of credit planning. These features prevent 
nationalisation from becoming aither a tool of socio-economic 
restructuring (except through its unintended, long- term 
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.sf-'^'cets) or a part of gerr^ral instruc:,::: of econoinio 
policy v;hich are used fo-r a variety of macro- 1 aval purp 
In fact, the spec ific ■ ezemptione, eompensation rules, s 
quont^ nianagepiont stracturo and policies cue, (as seen 
r regarding the czolusion of foreign Panics on account of 
policios towards foreign capital anci finance) work towa 
rcconcllihg this eztreEiia policy ' choice wdth the gencr-'al 
basic thrust of public policies winch is not in con sons 
with any markod reduction in the concan tration of privs 
property. 


to 


The facts that the 
Gzp c ri on c o d un p r •. ■ c end - n 
' averags annual rate of 


bigger of the rGniaining private o 
tod rates of growth after 1969 (tha 
growrth of deposit of the six banks 


between 1969 and 1978 was 227.6 peresnt, for branches it 

was 1:7,51 percent. For the nationa.1 -sjd banks the 

corroS'Donding figures wore- 51,7 percent and 27.5 percent 
319 

rcspoctivuly) and had to be taken-ovor mainly cn this a.ccou'i-'j 


after eleven years of the take-over of major banms in 1969, 
indicate that the interaction botween banidng which is 
largely under public ownership and the rest of th-^ ccorciiy 
did not change in any basic sense. The changes flowing fro:?! 
bank nationalisation remained confinod to the credit epb.’r : 



and operated on the rest of the Goonony in tarnis of the 
credit policies followed by the public sector banks, but 
being a ccmponent of the circulation sphere, were subsidiary 
to ths basic policies concerning the production sphere. 

In making bank nationalisation primarily a*cradit 
sphere phenomenon, a certain role can also be perceived 
for the absence of any sustained anti-monopoly movement in 
the country. In fact, it nay not be reasonable to expect 
nationalisation to emerge as a macro-level, socio-policical 
instrument without the acceptance of a policy of socio- 
economic restructuring on the basis of a redefinition of 
property relations. Mere economic compulsions and pressures 
do not seem likely to bring about the acceptance of such a 
policy^ sustained and effective social mobilisation is an 
important pre-condition. 
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As Ser-karj R.G.S. , Ibid, said, ’’As 
docision, the Government was faced 
diff iciilties. It v.-as felt that it 
for the Government to nationalise 
or businsssj if full compensation 
to the owners and many schemas of 


a result of this 
with 'series 
■would be impossible 
any big industry 
wore to be paid 
economic reforms 


might have to be abandoned. 


P . 6 V The au tho r c on g en tl y 


argues a case against the ’’just equivalent” inter- 
pretation of compensation and its judicial review in 
visvj of the Fourth Amendment to the Gonstitution. 


14. Section 9 of the; Bai'leing, companies (Acquisition and 
Transfer of %dartahings) Act, 1970 (No. 6 of 1970) 
in Singhvi, L.M, (sd. ) op.cit . pp. 234- 235, 

Tfaj-d . pp. 236-236 

Ibid, P.234, Section. 8. 

17. Finance Ministry Govornment of India, Annual Report , 
1962-70. para 257. 


18. 



This was resented by the President of the FIG Cl. He 
wrote, “The Bill, as adopted by; Parliament, makes no 
reference to business principlas. It confines itself 
to \^hat has been called, public 'interest. Even when 
the Inparial Bank was nationalised and re-namsd the 
SBI, the Act specifically provided that the Board 
v/ould be guided by considerations; of "Business principles, 
regard being paid to public interest, ” iThis double 


criterion in the operation of the banks' is absolutely 
necessary b^jcauso in the iabskno a of business principla 
it is limaly that credit may be given indiscriminately 
involving the banks into bad debts .^id heav;/ losses,” 
f’oddar, R.A. "Purposive Direction to Credit, '• in 
Na tion ^isation. of :Banksg A^ Symposium , Publi c a t i on s 
"01 vision, 'GDI, New Dolhl^'gl^TG* ; 


■ 19, Idem . 



ICabra, K,N,, K,Sures-h, R.R.Public Sector Banltlng, PPH 
New Delhi, 1970, 
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2 1. KSI Ri^port of tho CtintrgJ. Board of Dirv Ct ors f or B62, 

-oOiTi Pc. ,y 5 0 » « 

22. Idem . 

23. In th-3 casu of the Imporit,! Bonk of India, rk servo 
Bank of India sncl LIC the ratio of cesponsatien to 
net- worth i^ras 

respacti V sly, 

34, Ministry of Finance, Report, 1369-70, op.cit. para 267, 

25 . Publ i c a t i on s Di v i s io n , Nation al-i s ati on o f 3 ^ ks 
A' syinposiuEi , op.cit . p. ID. ~ ™*' ' — 

26. 3rc=eh6r, M,, H ehrug A P oliticsil 3iop:raphy . London, 
Cambridge; Univ^im’ty ?ru?”s. ‘1566. 

27, Joshi, P.C, "Shift in the Base of Political Powsr. " 

National ise tlo n; A Symp os iur a, op.cit, pp,6-9. 

Be writes, pll.iticS!'* impact of this measure oven 

in the short-run in uzinastakable. A.s the first biusic 
step after almost fiv., ye&rs of the eclipse of the 
Nehru era, it has provided a starting point of 
consensus among the raao or poll -cical forces in the 
CGunt-ry. Above sll, tiiis is the first economic stop, 
perhaps the boj.ucs t since Independence, which has 
Becn^ta^n in. dai i-^n c o of the Bi.g Business interests. 

: an d^ncir politico representative's and in background 

of Vast social discontent agodjist economic disparities 

■ h Porsistiiig'^O'ver groviing,^^^ Independent India' p.7 

■ . _ Offiphasis ours,. 

28, Gsdjdbl, Lndia, '"Iby Bank Nationalisation? in Symposium 
op.elt.p .I "As against a total deposit of nearly 

Hs, 2, 750 crorcs at tho end of Dec. 31, 1968, the 
paid-up Capital of these banks wa's only "B s, 28.5 crores, 

'h e or; ^hktv 'h;- llt^t^^ 

History of the RBI , op.cit. BagcMi, A.K., The First 
Gantury of the SSI, ■op;'cit, Mranjan, S.K.Modarn Banking 
in India, Bombay, — 
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rSvel of investment and fall in interest rates in the 
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42. Deposits i^ith banks are recorded in money terms. Since 
money sripply in the economy does not relate intthe 
iiniqua way to ©IP Celthar at currant or constant prices), 
it would ba utinecessary to correct the figure of 
deposits for price changes in so far as the deposits are 
.tai^an as. an indicator of the siae of business transacted by 
the b.anics and are net supposed to reflect any real, level 
of ac tivity. 


43. QOIj iiinistry of Finance, Report of the Rural Banking 

Qiquiry Gosmittee, 1953, p.23. 
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porcent of the total in 1961 and 1966 respectively, 


3, 6 
'•‘.'iLile ' 
fi gure 

Cf |»'!1 

forme r 
larger 
C'hosh, 


nit Tv 


with over one lakh had a corresponding 


of 76.4 porcont and 72.7 percont. Corresponding 
bank credit were 3.1 jand .2.2 percent for the 


Xu 


cuntrds: and 63.6 and 8l, 7 percent for the 


size sattiements for the two years re;spec ti-gely. 
D.i'J.j op.cit. p.68. 


Similarly, r egional concentration of ban.td.ng is visible 
xn the fact that West Bengal, Tamilnadu & Maharashtra 
accountod for 62 percent of deposits and 72 poreent of 
Credits in 1950,. 45 percent of deposits and 63. 3 percent 
of credit in i960 and on. thf eve of nationalisation 
for over 44 percent and nearly 60 percent of deposits 
and credits respectively. Ibid. pp,60-63. Based on 
RBI data from Statistical Table's Relating to .Banks in 
India. V.arious issues. 
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5.6 
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19.4 
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Mahara- 
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16.1 

23.3 
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13.2, 
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29.8 
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0.2 

0.4 
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0 . 3 

1. 1 
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■ : • 7 

1.7 

: • 5.2 

2.7 
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3.8 

3.6 

1.4 
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Sumaarised frcaxi Idem 

Soc , Kabra, E.B', & Surash, R.R', , Public Sector Ban k ing 
op.ci. Table III on Credit- Deposit Ratios in tha States, 
PP. 126-117. It shows the ratios separately for 
Ahmedabad (267,1 in .I960 and il8.4 in 1965) , Madras 


10 a. 


(100 ill i960, 111 
and 95.2 in 1965) 
107.4 ill 1965). 

o6 . 7 all Vi. “r: 

8.6 and 17. 8 in 7 


In 1365), Boiabay (85, 7. in 1360 
and. C al lUt ta ( 110 . i’ in 1960 and 
Thj r.atios ar-u as low as 26 and 31. 
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delibQrations of the 3«aLeet Gomi Vttee on 19-16 Bill, 
like remOTal of various dist:!..,. '..•.c.ns like £blRTiu.;i...f' . 
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to 


nationali.S8 the RBI ; 
n at ion all s ati on of bs 


nd the IBI as a praluds to 
inking and insurancQ. Ibi-d, 


Of the 


p,509< 


In 1£548 j the Report/Sccnomic Programme Cenanittee 
of the iilCC (Delhi 394 8) recoinmended that ”bsaild.ng and 
insurancG should bu nationalised (Section lY, 
para 14 }q As we shall sec I:.''.. ^ vi.:: dOiut^,d for 

nationalisation of banks was strengthmed at vorioiis 
points of time through inclusion in the Ten-Poi-nt 


Programme of tha AlCC (Social Control) 
resolutions of Jabaluur and Bangalore- 
duMui g 196 7- 69 . ' . 


uid the 
session 


167, 


JjoS * 




170. 


I6b. It v/as statad by tha Deputy Prime Minister uhile 
introcir.cing the social conti'ol Bill. Sea Bank 
Nation alls ation > k Symposium, op.cit. , p . 

GDI, Report of* the Banian g Cominissjcn , op. eit. ^ pp. 
29^32. 

Sea RBI 5 Report on Currency and Financo, 1967-685 
P.SCu for the fiuiction coffiposition and fi'incticning 
of the IvCC. On tha working of NGCj See, Report on 
Currmicy 196S-69 p.llO. Also Trends aid Progress 
of Banidn g in Indl a, 1367 . pp . 23- 31 . 

Ibid, p.79. 

Idem , is the Report of Banking Commission , op.oit.. 
put'^it, tha Ki^in objective of social control were 
"aclriieving a wider spread of bank credit, preventing 
its Bii suss directing a larger volume of credit to 
flow to priority sectors and maldLng it g niore 
offoctivs instrument of economic development." 

P.39. Sea lilso, Trends and Progress of BanlcL ng in 
Indi 3 , 1967, p»23. "’He co gni~sin g that banlT'credi't 
"^tended to ba directed to large and ifiGdium industries 
and big and established business houses" it pleaded 
for "purposeful and equitable distribution of 
credit. " p.23. 

RBI, Report on currency and Fina nce. 1967-68, p.81. 
Trends, aid Progress . 1967, op.clt . ^0.25. 

Report on Currency and .Finance, for 196S-69, 

/'W^rosrmr™ 

Trends and Progress, 1967 , p .24 . 

Report on Currency and Finance , 196 8- 69 , p p . 109- 1 10 . 
Trends and Progress , op.cit. ^ p.25. 


171. 

172. 

173. 

174. 


^ i O i 


176 . 



.B ppor t on - Curr ea cy & Fin an c g i 2.958-69* op. cit. p,109. 
tE:v o'fF,Tf“fEre€9sm:d2r-''gr6^^^^ sot^up to examine , 

the extent to >vlTich the ersdl't: needs -of ind'astr.Y 
and 'trad'a. vesre likely ; to- be inflated and how to check 
this trendy (2) the organisatidhal frameworic for 
iaipl (snont in g the social control, and (3) the naod for e 
area/project approach in axtehding credit for 
agricultural purposes. 

RBI. freiids and Progre ss of Ban.ld- n g- in Indi a * 1367 • 
ilnn^sstureTrri " - ^ 

179. However, as the data concerning debts due from the 
companies in which th.e Directors of the Banks are 
■ intorested (from statistical Tables relating to Banks 
in India.) various "issuesj page 19. in each), such 
debts of all schodulod Banks deelinod in. 1967 and 
1968 while in 1966., such debts amounted to Es. 309 *76 
crores, in 1967 were Ils. 244.28 crores and in 1968 wore 
Rs, 91.56 crores. However, these facts show no spescific 
success of social control scheme, because, the 
proportion of bank credit going to industry inef eased 
to 67.5 peroent by March'68 with no marked change in 
the share of small scale industries.. (See Table I Y 
on Sectoral Distribution of Bank credit). 

150. Pillai, V, R.,”Partial' Nationalisation Not Shough." 

in HatiohiXisation of Bank; A Symposium, op.cit . ,p.. . , 

151. '’Confronted with the problein of agricultural c.r8dit, 

e. g, the banks met their targets on paper- by extending 
fertiliser credit to State governments and others, ■■ 
without lending dirsctly to the farmers. ” Vi slinu 
Dut t , Bank Nationalisation in Pepspoctive , Public at ions 
Division, G0~I, Now DelhiT* 1970, p.3. 

182. "Tho axperiBmrit (of social control) failed basically 

because o'wnership and credit policy cannot be divorced*” 
Diametrically opposite was the assumption in the 
official circles concerning the rationale of social 
control. As the Finance ffinister maintained, "whatever 
tho character of tho shareholding, its influence is 
neutralised in the constitution of the Board of 
Directors and in actual credit decision taken at 
different levels of banks* managsment" quoted by N.P. 
ilirup, "Story of Indian Banking" in. Nationalisation of 
Bonks, op.cit. . p,15S» 


177- 


178. 


9 
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3,83» KoN. ”A corrective to Economic Misdirection”, in 

Nationalisation of Banks : A Symposium, op.cit . ^ p. 97, 

184, Ibid, p, 94, The referenca is to tha AIGG session at 
laHgXofe in 1969, 

185, Toye, Public Expenditure and Indian D avalooment Policy, 

1960-70. Cambridge University Press, Cambridge, pp, 19-20 
gives a similar argument about the relative competence of 
State accumulation vri.th reference to the inability of private 
capital, - 

186, It is not implied, however, that tUa nationalised banking in 
future, even 'in immediate future, cannot break away from the 
patterns displayed by the behaviour nationalised segment of 
banking in the immediate past, 

187, See, RBI, Repo rt of the All India Rural C redi t Review 
Committee . (AIRCRG Bombay, 1969, pp, 347-^9, 

1800 Ibiu, pp, 264-374,. The deposits of the S3I increased 

fFom Bs, llS crores in 1965 to Rs., 1011., 5 crores in 1968, 

This incraasa of 438 percent was many times higher 
than 33 percent clocked in by other banks. For 
agriculture and small scale industries, the exceeded 
target for the period July 1968 to June 1969, while 
the other scheduled banks lagged behind. See, Vishnu Butt, 

ppLsjsii. > . 

189, Com-pany News and Note s . ’’Top Scheduled Banks ”, 

16 January, 1968, pp. 433-35, 

190, GOI, Report of the Comm i tteQ on DistH.but l on of. Income a nd 

Living, op^cit. Chapter 4 paras '50-51. Also 
1 ^^ 'no, 9unabova« 

191, See, Schaffer, BB. and Wan-hasion, Huang, "Distribution 
and- the Theory of Access ”, Dev elopment and ch ange, 

Vol. 6 no. 2,, 1£'?6 , pp, 13-^, ' 


192, This is not to belittle the iiAl^ 

determining the demand for credit, which .wore not made 
objects of intervention under the scheme of social 
■control. 
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2B3, 


RBI 3 Report on Gar-rency and Finance, 1968-69 op .cit. 


& RBI, Report or 
Commit teal opTcit. 


the iO.1- India Rural Credit Revi on 


194. 


As 


an i llus t r a ti on , 


one may cite the followings As B, 
BrodoTich Gzplaln.od-, ’’Bank nationalisation would 
provi-dQ many advantages* 25iis would .snd, the concentra- 
tion of finaiica capital in the hands of the biggest 
industrial monopolies. It would usa the public 
savings for general national pmposes, not those of the 
monopolies, guaranteeing supplementary resources 
for financing the five year plans, and so usa state 
control of a key sector to speed the economy’s growth 
rate. At the samo time as it would stop the outflow 
of currency and save the country's foreign exchange 
reserves, public control, would also prevent 

speculators from getting credit to collect stocks and 

of^^veiopmcrit ^?®sulate on prices. Rationalisation was the necessary 
— 'pre-reciuisite for democratising the credit system In tho 


/Clarkson, The 
Soviet Theory 


Macmillan, 
London, ■ 
1978, 196. 

]^p»66-68« 


"p re- requisite for democratising the credit system in the 
interest of the peasantry and small industry*’ 'in Stephen/. 

It v;as pointed out that since the govermant took the 
view that ’’mere acquisition of banks by the State 
would severely strain the administrative resources 


of 


the government 


and. at the same time, leave the 


"instead a scheme of 


basis issues uiitouched’'. "1 
control of banks has been introduced.”. RBI, Report 
of t he All India Rural Credit Ravlew Commit teeT 
'K'mbay , ” p > 337 . Thus tho issue of take-over of 
banks remained a i-oot one. 


196 • See, Frankel, F.R. Ind i a * s P ol i ti c al Ec on omy s 194 7 - 77 , 
CUP, Delhi 1978, Chapter iO K. N . Ra would Te • 
loss than an aaul.t to imagine that the exigencies 
of ths Inner- party struggle for power ware 'not a 
major factor in the timing of the decision,” In 
Bank Nationalisations A Sympo s ium. op . ci t . . p«94^^^^ ^ 
emphasis added. 


197. RBI, Report of the All- India Rural Credit Review 
Gommi ttao7 "(iJRCRCy~ Bombay, 1969. " pp.55-65. 

_Also, GOI, Planning Commission, Fourth Five Year Plan, 
New Delhi, n.d. pp,5-7, 

193. Indias Lok Sabha Secretariat, Lok Sabha Debates, 

3rd S eri QS 5 Vol . IX no . 24 , Dec . 7, 1965 ,!lL so , 


199* 


Desai, A.R*? Re li an os on i-Q-cn 


Its Implications » ■jfcQnomic^&..lol:lt, 


.Cf\l 


18. 1,955 , pp , if453- 1406 » 


‘o D G G- cl o p men t % 

1 TT 


SA^.jj3£ -11 ILa S G '0 1 » 


.80 0, S e 8 , Ft an Ice-l , F . R . ? In^,.5LLS-j;^LC^ 

-» rn tn r7' U-? ATTX!) I”-, Ti r'. O 1 /* ‘•'1 1 

?or"l 2 onl:rovyrsy ^bstween Plcinning CoKniission and ciinist: 
of .iigiclctil ‘Sure (which ■'.j/ss conirclttcd no the new 
stratsgy) over Fourth Plan allocations i‘cr 


J n d 5. a * s nolsini i c . at o n QSci. 
’ — ‘"'6Q_ opn ■■■ ’ '* 


20 1. 
202. 

203. 

204 . 

205. 


O A ,■,.■> 
^'-•O * 


207. 

208. 

209.: 

; 2:i0v’ 
2p,.. 

2 'i O 

213. 


AOSt 


1 
I 

Strategy) over Four 
AericiS tur? stnd how the 
See pp . 2S0» 287 . The foreign c:<cnc.-.s-- 
iinplnnisn ting the strategy., to Ps. 1114 crores over the c 
period 1966-71, Qtio ted by Frankelj p.n323. 

S3 0 5 AIRGRC Report j op.cit. ; G 

UA, Table 4 on p- 88. 

7 P. 95. 


Kji,lC‘ ^ U 'vhi. X V » 


X DX ci » 5 
Ibid . , p.74. 

Ibid . , p»78. 

GOI, Plaming Comirils'^ion , Fourth Five Y ear Plan, 
Nei^? Delhi. p.l40. 

Mem , 1' 

r Ra p o r t of ‘1 11 ^ D r- di a Ruraj. ".. , di t ^viow Coinni 
Ciil RC‘HX Bombi^y^y / 

:ibid,tp..2S. ■Xl 

Ibid . p.lOO 

Sae Table IV for sectoral s haras in bank credit. 

Re port of t he R TI—pn. r.--. .-•u- 

Report of ^iIRCRG , op.ol-X, p,329/. 


3.9’ 


'It' 


2B. Ibid. p,331. 



215, 


2 16 


217. 


218 , 


L vipo. 50 ri Ox Gi'i 6 QoV SV ±iOV K 6 X lo 3 IT oH 

-V of Agriculture by Commercial Ban its on 
6-83 1963 in Financing of Agriculture by 


In augiir 
Fin and 

C 6Illb6 
Comii:co:'c 

to as Si,:..iinar on Financing 

b' «. O « 


Banks 5 


Report of a Seminar, (Later- re 


rred 


2969 , 


Ouotecl by Bcittleheiur, C. , 
Co. Delhi 1968, p.76.^ 


Agriculture) RBI 3 Bombay, 


India Independent Ihosla & 


As the 


then uoverndr cl 


_ RBI put it, "The traditional 

methods 01 farjrdng ar--'. everywhere giving plaG 6 _ to raore 
sedantific and luodern methods like use of nyorid se^ds, 
fertilisers, pssdcides ;and multiple cropping, 
assisted by efforts to improve irrigation by sinking- 
well, installing pump sets, ate. those changes siaan 
that subsistence farc-iing is being replaced by sometMng 
which is profitable and generates surpluses^', ibid. p. 3. 
Fci' the eictsnt of adoption of new methods of production 
fcind changed context of agriculture from the rrigle of 


ban Mils' sae-yAQDorr 01 .-ru-r j-xa 
C ommit 1 06 , op.ci_t. pp. 3 o-o 0 . 


of .All India Mral Cre dit E a viei^ 


Ibid. p.S, oraPhasis added. As the All India Itiral 
nYedit Reviow Commit tas said, "as the agrieultaral 
Sector of the economy bacomes an area of dynamic 
grov/th ciid viable business, it assumes grost-wr ^ • 
ral'evance for the banicing system which has to_mobilise 


thi 


s avii 


'Od. 


the comruunity for financing all 


pbiductivo econojiiic activity . - Vfnile- the increasing 
-productivity and rising farm incomes result in a 


grown 


if doDosit potential, progressive rnodernisation 


and commercialisation”^ agriculture and th-:; 
emerg'.aice of viable units hslp^to open up 
line of social and profitable lending*’ . o_p_,c_i.t . 
^ ■ " added. 


219 . 


Pp . 336“ 337 5 

Op . ci t .p . 173. See Tabl.es on page 130 ^ for^^co*- QificiGnts 
o7 concentration of cooperative credit and associated 
Go~ efficient of cone si tr. at ion of assets. For I'casons 
for the low share of small farmers see Ibid. pp.i76. 

For the figures on owned funds and total lel-idlag 
see Ibid .p. 138 , 

Raport of AIRCRC. op.clt . p. 147. Also pp. 14 5- 157* 
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2 ^ 


222 . 


Es-btlahaisis Co. India Indap and. ent. op.cit . 


p.78. 


968 , 


As tho then Governor of the RBI said in Decombor 
"The rosponsG of tho banka rn to the guidelines 
prormilgatod by the National Credit Comicil has been 
most ancotirag'ing. " Seminar on Financing of Agricul tuire. 



Op.cit. 

p.: 

223. 

Ibid , , 

P #4 

224 « 

Ibid. , 

p.7 

22o » 

Ha went 

• on 


Ha uent on to add that, "To talk, at present, of 
commercial bank involvement in anything more than 
p roper hanking credit for a production section, would 
"ilofaat the”^^'6ix of car exercise." l aem . 


226. 

I Id -1-4 « <i 

2^ . i-i- 

227. 


p.l7. 1 

228, 

Ibid.-i 

pi . 13 

223. 

Idem, 


230. 

"The ' 1 : 

3dex of 


idus trial producSiion (base 
increased only . by 1.7 p.;;r cent in 1966-67 and 
hardly ainy growth (o .3 p-.ereent) in 1967-68. 


1960-100) 


tasr© was 
This 


sharp 


a-. 


.aration 


was aceompanied by sn incroase in 


Uiiutilisod capacity in .a li umber of industries 


the stagnation was not general 
pronocenced in cartain capital goods industries. 

In some important industries such as fertilisers, 
petrol e.um products, non-ferrous metals, elcotrical 
machinery and pumps a satisfactory rate of growth 
continued to be. •maintained. An all rotmd industrial 
Pcscovary began in January 1968 and resulted in an 
increase of 6.2 percO’nt in industrial production". 


most 


*^^^3 ypur'th Five ' Y^ar Plan , Delhi pp.78. 




the compound annual rate of growth of industr.ias 
during the period .1951-66 and 7.66 percent during 
1966- it was ^.O'i.pereant . During 1966-68 it was 
1.92 perc;3nt. . Seo Sahdesara, J. C. Industrial Growth 
in- Indias 'POTformanca and Prospacts,- in Indian 
Economic, Journ.al , Oc to bar- Due cm bar 1982, p.l21. 
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231. 


232 


iO-l India Sural drcdit Kaviow Committno, KGporu, , 
op.cil: . 

; -s vrare tlio main acivocatos of 

3-ijs ''indc, a ^at-a^^ua^i. c con cay both 

“- "lolioJ-iSdalcc power In privets 

;;°i£ aMitlond. domsstlo ' 
a„uue to hivestnent. On tho 

jfCsourcQa j-or .Lciit.- i- '*-... 

other hand Jan Sangha and Sxratantra Party were 
ODDoS'-to-i to thcdr demands, '’Neither party- favoured 
nationalisation whether of the banks or any other 
section of private industry or trade" p.351. 


<■ ' n 


Sae Frankcl F. B. , op . c i j » , Chap te r 9, 


231. 


i, Dj-Q. « 


O « 


236. Ibid. 5 P* 389. 


ibjSo . 

Ibid, , 

p.397. " 

237. 

Ibid. .P 

:.S99. , 

238. 

Hajya Sabha lobate^ Vpl« 60, 1967, 

239. 

Ibid. 5 

-n-n 402-403. 

ih IT : * 

240. 

Si to' ■P'ra'ikel, i^ucit. Chapter Ten. 
V.'-'*? _ f T‘"t7-:73T3T’tinf' "a powjr 

une dangers oi 

on ideological dispute, p. 4 i,6. 

24 i» 

Idem,, 


■:v:a42i' 

Ibid. ■) 

p,4l8. 

243. 

For a 

r \ . < +• ---ih 1 d ace oun t , See loid • 


m 
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14. 


M. Lip ton and Firia JL Tho 
India and Britsin sine 


'osion 
? 


of Relati oi 
on (i on" 5 '''* 0 TJP 








p.83. Giving esn instances Linton poitited oiibj 
."HowuVGrs, among the 14; banks, nationalised unde: 

. iint- of 1970 "was the "Allahabad Bank which was 92 % 


owned bv' 


ths 


Lh&rtared Bank (British)' Chartored 


246. 

246. 


4-W.-t 

0X10* 


.was tGportsd'hs saying that although they war 
.disappointed by the ibreal'Cing up of the fanrily* 
compensation terms for the ISO branch, £ 500 min. 

Ibid . 5 p . ® ' 

According to the Banking Gomp an ias (Acqulsit.icn -and 
Transfer of tindertakings) Jr-ct, 1980, Six 
iaidhra Bank Ltd. the Pan jab and Sindh Bank Lt 

3 

Bank Ltd., and tha Oriental Ban 
ware ac qui red. .So q the Ga xe t te o f i^d i a , 

Extraordinary, Part II, SQcT~T"TTo7^T''^ruly 11, 1980. 
New Deihii, p.260. According to its Second 3cb‘::idule, 
these, banks were given compensation amounting to 
Bs. 18.50 Gii'orhs, (Acq_uisi tion end transfer of 
undertakirig) Bill, 


bank v.;l 

T.-M ^ Corpor 
of Commerce Ltd 


The 


c; 'o - 
® 5 


on 


24 7 • 
24 8. 


Lok Sabha Debatos, Fourth . BarlGs, Vol. 30. - op.o 


P.M, 's speech in the d 

s, 

Lok Sabha EPbates ^ Sav a nth s a ri . 
Goiumns,“' 


bate on Banking companies 

3 


?ol 4 No. 5 


249, Econortiic 'lii 


.•Vpril 19, 1980, page 4 and 


■irands and Progress of Banliing in India, various Issuo-'' 
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Talle I 



Banks s Netwo : 

rth and 

cofimensatlon 

(Rs* crores) 

S.No* 

Sank . 

Net 

.worth 

Compensation . 

Percentage 
Ratio of 
conpensatiou 
Netwrth 

1, 

Hlahatad Bank 

2.66 

3,10 

116.54 

2. 

Bank of Baroda 

5.95 

•'8,40 

141.18 

3. 

Bank of India v 

10.85 

14.70 

135.48 

4. 

Bank'- of Maharashtra 

^ .2.09 

2.30 

, 110,04 • 

5. 

Canara Bank 

’3,57 

3,60 

100.84 

6. 

Central Bank of India.. 

12.63 

17.50 

138,56 

7. 

Dona Bank 

■ ■ S.02 

3.60 

119.20 

8. 

Indian Bank 

2.07 

2. CO 

111.11 

9. 

Indian Overseas Bank ■ 

■■2,21 

2.50 

113.12 

10. 

Pufi3a“b National Bank , 

• 7.27 

10.20 

140. SO" ’ 

11. 

Syndicate Bank 

■ 2.98 

3.60 

120.80 

12, 

Union Bank of India ■ 

- 2.49 

3.10 

124.43 

13. 1 

: United Bank of India 

4.17 

4,20 

100.71 


United Coimnerclal Bank 

f".'' / . , 

7,30 

■ 8.30 

113,70 


Total 

69,26 

■.87.4 .. 

126.19 


Sources BBI, Stat 1st leal Tables Relating to B^k: in India7 




% 



Urowth of Deposits of 

IBI. and Scho 

duled Banks 




(Rs. 

, crores) 


Year 

IBI (earlier- 
Presidencj/ Banks 

Scheduled 

Banks 

Total for 
Scbe -duled 

IBI & 
Banks 

1900 

15.68 

• "7 .‘ '> 5 . 

8.07 

(33.98) 

23.75 


1920 

' 87.06 

73,00 

(45,61) 

160.05 


1929 

79.24 .■ , 

66,00 ' 
(45,44) 

145.24 


1934 

82.00 

82.00 

(50) 

164.00 


1939* 

87,84 

113.00 

(56.26) 

200.84 


■ 1947** 

200.59 

669.00 

(76.93) 

869,59 


1955 

219.80 

727,00- . 

946.80 




(76.78) 




After transfer of government funds to the -BBI in 19«5, 

Source: Compiled from Tables given in Panandikar, on.cit, 
P',9. and :P;.l6v::'^ 

** Excluding for those, areas which no longer form nart 
- of; thP ' Indian Union, 


Sa ble I II 



Orowth i 

n the I'lumbar 

of Banks an 

.d thair 



Deposit 

Liabilities 





. • (Non-?a 

rantbesis'. fi 

pares .gives 

in Ks. crores) 

■Tear, 

*A.' Banks ' 

B ' Banks 

' C f Banks 

'Df Banks 

Total 

1920 

71.15 

2.33 



73.48 


(26) 

(33) 



(68) : 

1930 

63.25 

4.31 

MW 

MM 

67.56 


(31) 

(54) 



(85) 

1940 ■ 

113.98 

11,04 

2.86 

2,71 

130,59 

(58) 

(122) 

(121) 

(332) 

(635) 

1947*’^- 

668,94 

27.51 

4.05 . 

2.69 

703.19 

(148 ) ■ 

(185) ■ 

(121) 

(170) 

(624) 

1950 

569.29 

21,76 

3,70 

1.31 

596.06 


(147) 

(189) 

(123) 

(124) 

(583) 

.1957 

903.17 

20.48 

2.14 

0.4 

926. IS . 


(128)^ 

(163) 

(74) 

(4) 

(369) 

Pimres 

in Paranthfcses 

shov/ number 

'j. \ 

of banks . 




Banks with capital and reserves of Rs.5 laKos and over, 

'B’ Banks with capital and resc'rvc between Rs.l & 6 lakhs, 

'C' Breaks with capital and rcsei-ves between Rs.^- and 1 lakh. 

'D' Banks with capital and reserves less than Rs,-!' lakh. 

^ 8 of these wsi'O major banks and 55 ^rers non-scbednled ones. 

64*64 percent of the deposits accrued to the former and 0,62 
percent by the latter. 
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lap.-xQ Va . 

Size^wisc distribution of Ownershi-p of Shares 


Size range 
. ■ Hs, „ , 

_No. of 
accounts 

Percentage 

Value . 

(Rs, Lakhs) 

Per cent ago 

1-600 

46386 

52.05 

110,47. 

5.16. 

soi-idoo 

15957 ■ 

17.91 

124.43 _ 

5.81 

1001-5000 

21609 *. 

24,25 

507.32 

23,69 

5001-10000 

3085 

3.46 

223.09 

10.42’ 

10001^25000 

1418 . • 

1.59 

214,72 

10. 03' 

25001-50000 

337 

0.38 

119.91 

5.60 

Gvor -50000 

317 ■ ? 

0.36 

841.45 

. 39.29 

'Total 

89105 

100.00 

2141.39 

100.00 

Soixrco; ‘ iki 

5 . ■ , 

Unpub-lish.ed study by the RBI, 

'■y ■' 


Cat^gorwlsp Distribution of Ownegshlt) o f .. , SMseg. 


Category of ’ 

investor-- - 

No. of 
■—■fecCOUTlts 

Percentage. , 

Value, , , ^ 

(Rs. lakhs) 

Percentai 

1. Individuals*,, 

87972 

98,73 

1418.11 

66.22 

2, Government** 

11. 

0.01 

20.93 

0.98 

3. IT.T.I. 

■ , 6 

0.01 

52.63 

2.46 

4. L.I.e. "■ 

9 

0.01 

299.58 

13.99 

5 , Banks 

152 

0,17 

30.04 

1.40 

6, Other Financial 
Institutions 

6.0 . 

0.G7 

78.86 

3.68 

7.' Joint Stock 
-Companies" 

"352' 

. .t.40 

199.06 

0.30 

8. Trusts 

359 

^0.40 

33.98 

1.59 

9, Others 

184 ' : 

'0,2© ■ 

8.20 

0.38 

All Categories 

89105 

100.00 

2141.39 

100.00 


* Bach in'ilvidual accotmt holder is treated soparatoly 
thou-^h ho mi^ht he shares in more; than one hank. 

’*'* Government’s holdings in hanks ' shares arc the outcome 
of tho transfer of share holdings of the old princely 
states after their merger in the Indian Union, 

Source: In unpublished RBI Study. 
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Indr^rL , 


p: 





Coal Industry; among the;; important'^industriGSv Whi^ 
was, in a series of . succassive measures, - 'bi’eught undpr 
total -State dswnershlp and control., Tho-present paperj;;-.; 
.discusses the procoss . and for cos which _played their part 
in thG>nationtlisation of the coal industry. In ^ Sect ion 1, 
various ieglsiative stops which led to nationalisation = 

■pf the whole industry, are. descrihed. Section H r 

we re Vi (iw the .whole, series :.of wide-ranging, direct and, ■ 
Indirect controls and regulations andra critical appraisal 
of. their effectiveness. It is also shown as, to . how the* 
officialdhlnking on the (question of controls ‘Shd regulations 
evolved;.. The an.alysis.' proceeds in terms , of various, measures 
of intervention and . the rosponses to them. Ihis interact ive 
proc(=s:S. ..is, intended .to .hring , .opit, the dilemmas .and limitations 
of various schemes of, ..control and regulation, making the 
choice, .veei’. 'fcowards nati9nali.satlon, , p':.,. .d-- 

In the next section a., hrlef .historic^^^^ 

.the growth, problems, and structure, of the coal industry is 
•given in the context of various schemes of public , . 

V Intervention, M attempt is made to relate various 
aspects of the coal industry to the scheme of controls 
and show how outcomes of, t^ese policies tended to 
diverge from d&he objectives. In Section IV, in account -of 



2 


the performance of the industry Is givan In order to show 
how scientific mining consistent with national ohjectlrea 
hasel on the role that coal plays In the mdian economy 
could not he achieved through any of the policies short 
of nationalisation. ' m this process, nationalisation 
appears as the culmination of the process of direct 
involvement of the State in the affairs of the coal industry 
from its inception. It has been argued that it was a policy 
choice inherent In the manner in which the behaviour and 
performance of the Industry interacted with a constant array 
of measures initiated for dealing with the problems facing 
the coal industry, , Thus many popular notions regarding 
the so-called political and ideological bases foi' 

the nationalisation of the coal industry are found to 
wanting in supporting evidence. It also follows that the 
private sector collieries were, neither of their own nor 
through direct and indirect State regulation, showing 
performance and behaviour which could be considered conducive 
or contributory to the overall national objectives concerning 
an important source of energy like coal. 


is among the few In India which have 
he^' completely brought m^r public ownership and control, 
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except for a, handful of ^ captive mines, m the ..control; 
of ' a private sector steel company, : - to 1977-78 

data, private 'sector controlled 1*45 percent of the mines 

„ , ’■ .... 

(numhering 6) and produced about 2 percent* of coal output. 

The process, of bringing' this sect or. under direct ..public 

control be.gan way back in 1956 when- Coal 'Bearing Ireas 

(acquisition and Development-) Act, 1957 was' enacted in order 

to provide for ”the aequisitioU' by the state of unv^rked (areas) 

and containing or likely to contain coal deposits, ’’The 

Industrial Policy Resolution of 1955 placed coal industry 

in Schedule ’A’. Accoivling to it, ’’all new collieries will be 

state-owned and state-managed, save in ex'cept.ional,., ; . 

. . ,v3. ' V ■■■ 

cases,”- v: 

3h .195,6,- the Singaneri Coal Mines, which xvas 

' ' ■ - ' under public control 

incorpora,te,d in 1920, was hroH ghf, f n'j i r /and its. shares were .■ ■ 

vested .in the Central Government and An<lhra Government in 

the ration of 45s 55,-' 

The total tako-over of’ the coal industry . took place 
in three stepss Managem^mt take-over of . 214 coking coal mines 
and 12 coke oven plants in 1971 by 'the Coking Co.al Mines 
(Emergency Provisions...),':. Acty "iC'?,!'. ' . ’’ihe Apt ”proyi-d.ed for 
the take-ovep„. in jth©'- public interest, .of the management ,.pf " ' 
coking coal mines and coke’''dvGh plants pending nat tonal is at Ion 
of such mtoes and. plants,”' pointed out that the 
’’highly, fragmented” structure '’of" coking, coal mining, was 


adversely affecting scientific mining and conservation,'^ 

These mines were nationalised by the Coking Coal Mines 
(nationalisation) Let, 1972, (no,36 of 1972), The stated 
objectives of the Act were to reorganise and restructure 
"such mines and plants for the purpose of protecting, 
conserving and promoting scientific development of the 
resources of coking coal needed to meet the growing 
requirements of the iron and steel industry and for matters 
connected therewith or incidental thereto,"® This take-over 
became effective from First May 1972,- 

nationalisation of the remainin.g non-coking coal 
mines, was effected by means of the Coal Mines (nationalisation) 
Act, 1973, which transferred with effect from May 1, 1973 the 
rights, titles and interests of the owners of those coal 
mines, to the central government,® Thus the Act did not 
nationalise the companies or firms operating coal mines. 

It took over the assets, stores and stocks of coal of the 
companies engaged in coal mining. 

The stated objective of the Act was to affect this 
transfer to public ownership "with a view to reorganising 
and restructuring such coal mines so as to ensure the 
rational, co-ordinated and scientific development and 

utilisation of coSii re sc^urces eorisi stent with the growing 
rejulrements of the country."^® Thus, from the take over 




of coking coal mines in the interests of, iron an i steel ' : 
ihdusti^, the scope of nationalisation, was widenerl to .cover 
the entire industry statedly in the overall interests of the 
economy as a whole. 


As a result of these measures, the Act show-s that a 
total of 937 coal mining Units were taken-over hy the 

state. : Those included some very hig corporate units, 

■ f ; .' n ..A:; yi’'' ■■ ■ ^ ■ •' some 

■ incluaing some sterling companies as well as /rather small- ■ 

sized, proprietory and partnership firms.:. Out,; of those 937 
coal units, 417 were joint stock companies. vrith. a -paid up- ^ 
capital, on the eve of take-over, of Bs v270.27rc.ro res. 

For all these imits a compensation of the order of over. ' 
Hs.47.93 croros (Rs*17.58 .cro.re.s to coking .'coal' and r,, : 

■Hs, 30.34 crores to non-coking coal mine' owners) was paid, 
in addition to management compensation at. the rate, of. .v ■; 
0.25'paise per tonne of coal produced . during, the p.erio.d... i 
from management take-over to nationalisation.^^ : 

However, since the process of natiqnalisa.tion . ■ 
was staggered over a period of over two years, the first 
step of management take-over to coking, coal, mines- amounted • 
t'd' serving notice to the coal mine .owners that the days 

of the industry, londer private ownership,, may-te numbered. ■ 

This comoltied with the poor financial performance,-^ of the-- 

coal companies for the paet fcw ^Gairs,,,^^, nearly, stagnant 

> 

% 
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production,^'^ rising costs of production and inability to 

obtain a good price, led to a big Increase in the total debt 

15 

of the coal mine owners to Rs*300 ’crores. Since the 

nationalisation Act provided, that ’’Every liability of the 

owners of a coai mine in respect of any period prior to the 

appointed day shall be the liability of such oivner and shall 

be enforceable against him and not the government,” the 

However, 

nationalised coal mines were spared of this burden^/the time 

taken in completing the process of take-over may have given 

’’them sufficient time to withdraw whatever assets they could, 

15 

from the industry*! 

Not only was the coal industry included in Schedule A 

of the 1956 Industrial Policy Resolution, which gave the 

State substantial stakes in this industry, but even in 

terms of the Industries (Development and Regulation) Act of 

1951 the State assumed the right to move to acquire control 

of the coal industry as "coal, lignite, coke and their 

derivative” were included as items 2(1) of its First Schedule, 

empowering government control over them in the public 
17 ■ ■ 

interests. Similar rights were available to the government 
under the Mines and Minerals (Regulation and Development) Act 
of 1957 and an amendment to it passed in 1972 which provided 
for premature termination of mining, leases and the grant 
of fresh leases to government companies or corporation 
owned or controlled by government. In pursuance of 
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this policy in 1956, the Government set up the National 

Goal Corporation with a. nucleus of 11 state-o-i/jned 

collieries and with exclusive power to open nex-/ 

19 

collieries. " ' , 

The nationalisation of coal mines was not an act 
to provide for the take-over of the knovm and existing coal 
mines alone. The nationalisation of the right to coal 
mining was also proviJei for hy the Coal Mines 
(Nationalisation) i-menament Act of 1976.^® In view of 
large scale unauthorised, reckless, sc^lective slaughter 
mining, it was provided that no person other than" the 
Central Government or a 'goveminGnt company, or a' 
corporation owned, managed vond cent ro lie d hy it, except 
Iron arid Steel manufacturing companies,- or in the 
case- of very tiny mines where th«5 coal -’pTeducGd. will 
not he required to he transported hy fail, shall carry 
on coal mining in India in any form. Any violation of 
this .provision -was punishable vd.th imprisonment for a 
term which may oxtoncl unto two years and fine upto 
Rs.ten thousand. Thus the nationalisation of coal 
mining is on a different footing 'from many other 
total in'dustry-wide nationalisations in the sense that the 
future right to carry on private coal kining has been 
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dons away with* It is similar to -the -pro vision- in 

insurance companies, "both life and general, ‘take-over 

laws* The coal industry employed some 3*82 lakh 

workers in 1971 at the time the process of its. take-over 

was lnitlatc4, with Bihar and West Bengal, Madhya Pradesh 

and i^ndhra Pradesh accounting for an ovor-whelming. 

number of workers, ranking in the order in which - the 

22 

names of the States appear. In sum-, through a 
protracted process' and in instalments, the process of 
bringing coal mining under public ownership and control 
was completed In 1973. A large. number of writs 
challenging various provisions of the nationalisation 
law^^ and many operational problems necessitated a number 
of amendments to the main iict. 

Coming after the 25th amendment to the Constitution, 
which did away with the ccmipulsion of satisfying likely . 
judicial review, the' compensation, issue, to the former 
coal mines ' did not pose diffic^ilt problems. The 
compoisation' principle adopted:- was one of physical. 

valuation of the stocks, stores and assets of each 

25 

company. Some members of Parliament considered the 
amount excessive. In view of; the..' poor record of the ■■ 
former coal mine owheirs and the i raw deal they gave to 
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coal labour,"' Ibero was also a Tiow, which considered 

the amo’int "gr:ssly inaleiuate” and, 4 iscriffiinato 2?7 is 

27 

fawcur of the forr--l'n coal companies. ■' In; general, it 
appears that care- vns taken to see that* the amounts 
given in com:) onset ion do hot appear eoipropriatorv.-or.' 
punitive. In. view of continued role of and reliance- 
on priv'''to enterprise such a concern appears understandable 
even if it invites adverse criticism from certain 
quarters* - ■ . '' ' ' : '' 


Nationalisation of the .coal Industry was _ the 
.^culmination of a whole ...sories of widp-ranging, detailed 
physical and indirect controls and regulations which 
came into being since the pre-Second World War period, 
'’Almost upto 1939, when Regulation 77 of the In 
Coal Mines Regulation came into, force,, the pr o ,d ti car!a...af 
coal haa an absolutely free hand in .producing: 

■’ iherever they could and in any manner they , thQU.g,ht 

During this period of absolute laissez-faire, 
profits was ‘the' primary consideration, safe' methods 'Wd re 
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in the picture only here and there and national interests 
were completely forgotten. The industry and the coiuitry 
are today paying the price for this ruthless and 
haphazard exploitation of this national wealth during 
those days. Mining rules had, therefore, . to be tightened 
up. Gradually controls were introduced l3ut even then, 
the measures of control are only being circumvented and 
the owners, by themselves, have done very little to 

cooperate in the policy of greater safety in coal mines, 

’ ’ ' ■' ' 28 ' ' 

and the conservation of good quality coal”. However, 

coal mining even then was not the exclusive preserve of the 
private sector. 

In fact, the very beginning of coal mining in India 
owed considerably to governmental efforts and initiative. 

Quoting the Coal Mining Committee, 1937, it has been 
stated that in 1814, Mr. Hupert Jones was asked to examine 
the Raniganj area, ”¥ith Government assistance, he opened 
mines at Egora village- near Raniganj , which were taken 
over and worked until 1835 by Massers, Alexander & Co,, 

90 

and later by iMessers Carr, Tagore & Co,, both of Calcutta',’ 

" Then as early as 1920,. the Government appointed the 
Coalfields .Commttte^^;;tQ.:Btu-dy the 'pfdblfem bf ' the coal 
industry. The public interventions in coal owed 'sighificantly 





to i:hc-; fact that its production and supply was clostoly 

related to the supply of railway wagons, hecause 

geographically concentrated coal had to he mor-ed to the 

consuming CGntres. The railways which play an important 

part in coal supply are also an, important user of coal. 

The development of coal mining and. railways has been, 

therefore closely interconnected* -It 'is this linkage 

of coal to railways and wagon supply. which was "one of 

the over-riding reasons for subsequent price and 

30 

distribution control'^ Thus, coal industry, though in 


the nrlvate sector, had from its very inception str on 


with the governmental activities and direct 


support. 

Beginning in the second quarter of the nineteenth 
century, the' coal industry in India experienced a process 
of slow, volatile growth, catering both to internal and 


external demand. Its output and prices fluctuated, 
particularly in the wake of the great .depression of 1930s 
In the face of such problems, the government appointed 
The Coal Fields Committee in 1920, The Committee 


maintained' that the vState has right, in the interest of th; 

community, to step in and prevent the dissipation of the 

31 

country's resources. The government did not accept' this 




view and held that "the colliery interests were at liberty 
to extract the coal by whatever methods were permitted 
under their leases, however, wasteful”^^ 

The problems of transportation of a bulk commodity, 
like coal, and its storage at various points increased the 
capital requirements for construction and storage, A.s 
•Papendieck maintains, "Parallel to this development, the 
total freedom of the companies' decision-making came to an 
end, Raising contracts and leases began to contain 
specifications about the quantity and quality of coal to 
be raised. Royalties were tied to the actual output of 
coal, whereas monG 3 r rents for leases had previously been 
tied to the area of the surface land covered by the 

lease the turn qf the’ eentury_ saw 'the beginning of 

government regulations for the noal mining industry, 
introducing some measures necessitating investment to 
meet safety standards-!^^ 


■ However, the experience of the 1930s with wide 
fluctuations in prices led the- government to appoint the 
Coal Mining. Committee in 193^ (with C.B, Burrows as Chairman) 
to examine questions of me thdds of 'boal- mining , safety 
and conservation, As a result of the recommendations of 

the Committee, the Coal Miritog Stowing Board ira# set up 
in 1939, Its purpose was to grant stowing, stibsidy to coal 
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mines In the interests of conservatioA of coal resources. 

Prior to this in 1936, a special rebate in coal 'freight 
and port terminal charges was given to help the industry. '' 

Major public intervention in coal^mining started 
with th© beginning of the Sscond War,^® FoUo-^/ing .tho 
recommendations of the War Resources Committee', the 
Government promulgated the Colliery Control Orders under the 
Defence of India Rules to. regulate the production, distribution 

cand prices of coal. Later on, this order was made mor^ 

comprehensive/ and brought under the Essential CororfloditiGs 
Let, These measures were continued under th^^- Essential 
Supplies (Temporary Powers^' -Let 1945. These measures 
were aimed at fixation of ‘the prices of various grades 'of 
coal, TOgulationVof.vdistribution'of the prices of various 
... grados/of coal, negulatim of distribution of coal and 
productidn or limitation of mining of some specific grades 
of coal.' 'It uas ■cleci.ied' to draw' coal sup'oli-'-.s for the 
railways from each ' colliery a'ceor-iing to a p re -determined 


•percentage of available raising so that' the orders ere 
dispersed to the eiitire industry. The Coal Commissioner's 
..Organisation^, set up in Lprll, 1944, was the administrative 
agency for Implomenting these controls. It also looked after 
•, --the- allotment of wagons' to ' various coal mines. It evolved a 
system of "wagon allotment with reference to economic 
utilisation of coal quality-wise among various industries" 
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and eased the scramhle for wagons, . ^ 

Coal being a lahour-intansive industry, in which 

roughly about 60 percent of tho cost of coal is accounted 

39 

for by labour costs, and in which pernicious labour 
practices like .contract labour system and a system of 
bonded labour were prevalent, it became essential to regulate 
conditions of labour and wases."^® 


In the early phase of tho grovrfch of coal industry, 
mainly upto 1920s, but to some extent upto 1940s, two methods 
of obtaining labour supply for coal mines prevailed, 

First, the major coal companies acquired Zamindari rights 



over non-coal bearing lands, The peasants settled on such 
lands were obligatorily ma(fe to work in the mines. Second, 
the coal companies made arrangements with local zamindars 
for the supply of workers,.. Cbal mining was dependenl; on migrant 
labour particularly after^ 1920s. Later on, direct or 
Sarkarl recruitment and indirect rocruitment through raising 
contractors was adopted, with' the later assuming greater 
importance. The terms on which labour was hired under these 
arrangements were such that; they re semblod the conditions 
of labo.ut’ ac(|uirGd under various systems of nonr-economic 
coercion. -In order to meet the shortage of labour in the 
face of mounting demand for coal in the wakfi of the Socnn/i 
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system of forced labour rostricting free moMlity In which 
the workers were denied trade union rights and werc' housed 
in barracks. / . . 

conditions of labour necessitated State ' , 
intervention of various kinds. The state entered the 
scene primarily to ensure adequate and controlled labour 
supply to the coal mines. This generated the reciprocal 
necessity of ensuring fair wages, reasonable amenities and 
safe working conditions. ' dfo 1946, the; Government constituted 
a conciliation Board for dealing with issue connected with 
wages, ' Later on, wage awards were made;:- in order to determinv.- 
wage rates in the coal industry, ' Important among these wagerv 
awards were 1-11 India Coal award 1956 and Dasgupta award , 

1957, 5i 1960, wages in coal Industry wore;, changed through 

■ ■ ‘ 44 ■ " 

arbitration. in 1947, a Coal Minors wolf a-re ’-Fund, was set 
up. It was financed by a compulsory -levy of 5 paise per tonne 

of coal output. In 1948, the Coal Mines Provident Fund , 

■' '■ ■■ "" 45 ' 

was established. : 

Since the industry's problems continued to persist, 

particularly owing to lack of adequate 'wa.gon supply for 
' . 46 

coal movement, replacement and -modernisation of • coal mining 
equipment arising out of depression and war time conditions, 
price, 'distribution and -’pro -auction controls were clamped. 

The combined effect of these developments was seen in the 
form or acute '■■^earcity of ’noal during a942-45. It was in 
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this setting that the government set up the Indian Coal Fields 

Conmit tee 'to suggest measures for dealing -with the problems 

of the lndustr 3 r. In its report, it emphasised importance of 

rational mining and conservation, particularly of coking 

coal. For increasing coal production it underlined the role 

of more positive State action. It also recommended that in 

place of the Coal Commissioner’s Organisation and the Coal 

Board, one unified agency for ensuring conservation, safety and 

47 

development of coal mining should he set up, 

The Mineral Concessions Rules issued under Mines 
and Minerals (Regulation and Development), A.ct, 1948 
continued 'to govern coal mining. It ¥as Indicated that 
the recommendations of the Indian Coal Field Cbmmittee, 

1946, in general would be followed. The policy direction 
for coal industry came to be further clarified in terms 

... ■■ ■• V., t/' ■ 

of the industrial Policy Resolution of 1948. It enunciated 
increased role of government in coal industry. This 
resolution emphasised the inherent right of the government 
to acquire any existing industrial undertakings, including 
those engaged in coal mining, putting the private units -on- 
probation for a period of 10 years. It was further 
stipulated that setting up of new units would be- the 
responsibility of the Statey ^cept where, the.-Stateb itself 
found it necessary, -in the national interest, make 
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oxcGpSions to this stipulation?® The Coal Bearing i^’eas 

(iVcquisition alii I)Gvelopment) Act, 1957, reserved the ilrgin 

areas for the pUDlic sector for their future development. 

However, it was provided that operating private collieries 

could work immediately contiguous areas under government 

permission. Thus pri vat e sector additional coal output was 
^ . .49 

to come from existing and contiguous areas only. 

Given the general tenor of policy defined in the 
Industrial Policy Hosolution, 1948, a specific action 
oonoernlng coal v»s the setting up of tho Metallurgical Coal 
Committee In 1940. On the basis of Its recommendations, 
the Coal (Conservation and Safety) Order, 1952 was issued. 
This order w.is replaced in 1962 by the Coal Mines (Conser- 
vation and Safety) Let. tii'Ier this Let, the Coal Board ms 
set up in order to exercise control over coal production, 
distrihution and price and to pi’ovide technical data 
and advice for the formulation of coal policies. It also 
replaced the Coal Mines Stowing Board. The Board is 



financed by, a cess imposed on all coal mined in India. 

Tho Cf^al Board discharged its functions through its 
Conservation and safety Wing, Bopeways Wing, Utilisation, 
Research and Extension Wing and Finance and.Accounts Wing, 
However, the office of the Goal Commissioner created in 1941, 
W8.S si SO s.llo¥od to cent itiiiG * . _ • 


Mean-while, the Industries . (Development and Hegulation) 
Act 1951 was.>made applicable to the Coal industry by 
including it in the First Schedule of the. Act, The Act 
required registration of existing undertakings and licensing 
for new 6nesj.4t gave powers to government of investigation 
and inspection,- of assuming management in certain specified 
cases,- to control production, prices and distribution and 
to promote the development of the industry. The Coal 
Commissioner was-;-.made the recommending and progressing 
authority, under the Act, Thus the Coal Industry became 
subject to multiple controls on almost all aspects of its 
.operations. 

Coal is a product with many different grades like 
coking or metallurgical coal, soft coke and non-coking 
coal/hard coal-^with many different grades. Despite. the 
high premium’ on coking cOfLl neoded for st eel. making ' 
until 1955 there- -waS;'. no price differential between various 
grades of coal. In 1962,.;; a s-pheme for grading of coking 
coal Into 12 grades, whs introduced and an analogous price 
structure was announced,- The main method of control was 
to peg the output, of coking coal to . a certain level. 

From April, 194&, a cut of 50 percent was imposed on -fche 
supply of selected ”A« andA»B» and grade I coal from the 
Bengal and Bihar coal, fields,, to the cotton mills. ' 


Compulsory stowing was al.:o introduced* Subsidies were 
off ered to mecst the expenses' of stowing, fhe suhsiuy v/as 
financed by a cess on coal, kdiile the collieries complained 
of inadequacy of the subsidy to cover the cost of stowing, 

public agencies generally felt that the subsidies were 

* 53 

claimed without incurring actual expenditure. For grading 

of coal . the Indian Goal Grading Board was formed and in 1944 
^ . 54 

this function was transferred to the Coal Commissioner and 

subsequently to the Coal Board, In 1956 the Coal Council of 

India was constituted under the chairmanship of the Minister 

dealing with coal for policy formation and ostlmatlon of coal 

55 

requirements during the Second Plan* 

Thus instead of the use of prices for influencing the 
extent to which various grades of coal were made use ox for 
different purposes., the government, used direct , ...physical 
control on the levels of output. Even if these coitrols 
were effective in controlling the level of coking coal 
output, tho use by different consumers of coal oi higher 
grades than was neceSvsary for thpdr specific needs was 
left uncontrolled, Mo producer had the incentive to 
refrain from the use of superior grades of coal, oimilarly, 
since the production of coal of different grades was not 
compensated differentially according; to their cost of 
production, no mechanism was., introduced to reinforce the 
physical controls by built-in price incentives. However, 


the government persisted, with the price controls, supplemented 

... ;■ I, ■ ■ * ; ' ■ ..-S':' 

by controls over product ion and^ distrihution. In fact, in 

1955, these control measures over qoal were; made a: part of the 

Esseritial Commodities Act,. • ' ’ 

These coiitrols over coal, saw some, important instances 

of extending themselves to cover property rights and 

assumption hy the government.. of direct ownership and management 

rights, A group of coal mines in Andhra Bradesh were brought 
d control of 

fully under thA / the government of Andhra Pradesh, with the 
latter 55 percent shareholding, As seen earlier, in order 
to give effect to Industrial Policy Resolution 1966 whidi 
made the future growth of coal a. governmental re sponsihility, 
unworked coal mining areas were brought under government 
ownership by the Coal Bearing Areas (Acquisition and Development) 
Act, 1957, A nucleus of public ownership, and control was 
made available in the form of setting up of the National Coal 

Development Corporation .in order to administer the existing 

" ' " .. {'[ ■■ ' 

collieries in the hands of the State as also to look after 
these to be acquired to future. The NCDG started, its 
operations with the existing 11. state .^ollierles, - 

Many probl.ems continued to plague the coal industry 
like lack of differentiation in prices. be tween different 
grades of coal, , Slaughter mtolngdand, wastage 'of precious 
coking coal. Attempts at conservation conflicted with those 
dsa|ie|d^iyy||i||i|i;|d:®i'Sy:^lief;^:':^In^eblprde®^^ 
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which implemented the pro 'isions of Mines l.ct, 1952 and the 
Coal Mines Regulations, 1957. This -ect has the objective of 
regulating the conditions of labour and of enforcing safety 
rules in mines, including coalmines. The liCt deals with 
safety and some of the ^-felfare aspects of labour engaged in 
mines. It lays down criteria to bo followed in respect of 
specifications and extraction of coal, inspection by 
supervisory staff, genoral safety conditions to be followed 
in matters of ventilation, gas omission, electric appliances, 
coal dust, etc. The DGMS (Director General of Mines Safety) 
is charged with the responsibility of administering the 
Mines Act and regulation made thereunder. It has been 
maintained that "the functions of DGMS can some times prove 
detrimental to the conservation aspect," 

The function of safety and conservation are so 

60 

inextricably inter-mingled that only a consistent set of 

ccnsideratiois, procedures and regulations can deal with them. 

Such an integrated approach was made difficult, among other 

reasons, by the multiplicity of agencies looking after control, 

61 

regulation and development aspects of coal industry. It was 
in view of the close inter-relation between safety and 
conservation aspects that the coal' mines (conservation and 
Safety) Act, 1952 provided for both, "Under Section 13 of the 
Act, both the DGMS and officers of the Board are empowered to 
take steps for ensuring safety and conservation in Coal Mines” 





lis a result, the D5MS has acted only under the Coal Mines Act 
and RegUlatiohs and the Coal Board has also acted in isolated 
cases only. In general the administrative arrangements, 

could not |o far in promoting conservation and safety as 

■ • ' ■ . ■ - 64 - 

many studies of. the' coal industry "brought out. 

The failure to. ensure consenration of coking coal was 
really very serious. Coking coal production, in both the 
public and private sectors has ranged between 15 to 18 . 
million tonnes during 1960-1973. It constituted between 20 to ■ 
30 percent of total coal production. Out of this production, 
excess production of coking coal over metallurgical 
requirements was of -^tbe order of 5 to 11 million tonnes.^® 

Total wastage of coking coal for non-metallurgical purposes for 
the period 1956ito 1969A70 amounted to nearly loO million 
tonnes. As the. Indian Mining Federation, an organisation 
of private- coalmine owners put it, "¥hen coking coal 
production was in the private sector, there was an over- 
production of 5 to a million tonnes a year with the result- 
that there was wastage of coking coal and that had to be 
used for non-metallurgical purpose ' ' 

A major factor which stood against the Interest of 
both conservation and safety was the widespread existence 
of sm.all and uneconomic mines belonging to the, unorganised 
sector, ,In fact, the Estimates Committee of the Lok Sahha 


went into various aspects of coal industry in 1954-55, Its 
fifteenth Report analyses the prohlems of coal industry. It 
hlghlightod the technical Backwardness, limited size of 
fresh capital inflow, poor working conditions and labour . 
relations, lack of private initiative, neglect of stowing, 

neglect of safety measuros and reckless exploitation of coal 

' 68 ■ ■ ■ ' ' ^ ' ' ' 

minos* Favouring nationalisation of the coal industry, 

it suggested that pending nationalisation the private sector 
may be allowed to continue to run the collieries only if it 
can guarantee adequate inflow, of capital,; scientific methods 
of raising coal with suitable safety measures and improvement 
in the working conditions of labour 

The Bstimate Committee also suggested.' that all .new 
collieries should be State-omed and State-managed and all 
the collieries producing metallurgical coal, should be under 
the State sector. It suggested that th©; private collieries 
which default in the implementation and enf or cpm.ent .of public 

i*ogulatlons should be taken over,"^^ ' 

Since many of the problems besetting coal industry 
appearod to be structural, 'related to the' existence of non- 
viable small mines, the government appointed in 1955 a ■ 
Committee, on the i^algamation nf collieries with Shri ' 
Balwantrai Mehta as its , Chairman, Th-o Committee examined 
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the structure of industry and showed the extent to which 

coal- mining was fragin'ented. It noted that fragmentation 

has : gone so fan that there was working of different seams 

witbih a single property hy different proprietors who had 

taken them on lease as managing contractors. In the past, 

the practice of production through raising contractors 

had caused considerable damage to coal resources. It 

also examined the case of non- contiguous collieries and 

showed how owing to absence of deep mining and prevalence 

of quarrying, wasteful and unscientific mining was going 
71 

on. Therefore, it recommended compulsory amalgamation of 
collieries vihich were either not producing in the region 
of 10,000 tons per month or, had an ai^ea of less than 100 
acres with one or more collieries by” a central government 
legislation,, ; ' : - ■ : ,■ 

■ .Though in principle the recommendations were accepted, 
it was feared that immediate legislation may produce 
unsettling effects, hampering the realisation of plan 
targets. Therefore, a scheme of voluntary margers was 
initiated in. 1958 by setting up the collieries' Voluntary 
Amalgamation Committee, A^pcording to the, 33rd Report of the 
Sstimates Committee, the committee approved 42 schemes of 
amalgamatidns and rejected 100 schemes because they were not 
found feasible either economically or technically. Some of the 
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applications for mergers were not accepted because they 

' 72 

’^ envisa:?ad opcnina: up of now areas ” for private niiningi 
Aetna l .rmialgamat ions took place in 25 cases only. Svan 
when area, .-wise efforts for amalgamations were initiated', much 
headway conld not bo made,/ Thus the problem of small sl^ed, 
fragmented mining, incapable of scientific, largescalc, 


caiet:'' 


* 

and conservation conscious coal mining persisted. 


Since compulsory amalgamation ^v'•as.not attempted out of , ‘ 
its- feared unsettling effects end voluntary mergers could 
not moke airy uoticardjlc impact, the defective structure of 
coal industry in India persisted. '' 

, Meanwhile, the demand for coal, particularl 3 r of ] 
metallurgical quality coal, went up in.. response to the 
industrial, particularly steel and power, progfammGS.'Of 
the Second Plan, -In 1956, coking coal consumption by steel 
plants was of the order of 3.4 mil.lion tonnes. Following ' 
the, steel programme of the Second Plan, ...it went up to 7.7 million 
tonnes and further picked up to 11.2 million tonnes by 1970 
Apapt. from the private sector, the lational Cbal Development 
Corporation was' to be tiie agency for producing additional 
coal.. according to 'plan targets,. .In terms of the IPR -1956 
new capacities were to be ^ opera ted. lander the public sector 
collieries, only. .y...' ■ 
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However, the Thirty Second Boport of the Sgtlmates 
CoBimittee of the Third Lok Sabha reported in 1962-63' that 
"since the middle of 1956, the Central Government had given 
its approval to the private sector of the coal industi^ to 
develop new areas -in 49 cases in the various States, viz,, 

ten in Assam, eleven in Bihar, fifteen in M.P, and thirteen 

■ • ■= ■' ■■■ ■ ' 76 ' 

in vest Bengal, Though it was suggested that in deciding 
these cases a set of five criteria ‘ were applio'd, it was 
found that in 24 cases the areas were non-contiguous. The 
Estimates Committee was informed "that government took a 
pragmatic view of the Industrial Policy Resolution and 
interpreted it rather liberally? It is often. pointed out, 
that during the Second Five Year. Plan, the shortfall in coal 
production target was entirely owing to the HCDC falling 
shorty of its targets and 11: was. made good by the private 
sector, overstepping its share. In this outcome, the 
■role of pragmatic approach to and rather liberal Interpretation 
of ' the IPR-1956 with respect to coal industry is generally 
ignored. Despite the restrictions inherent on private coal 
mining, the Second Plan gave a very high target to private 
sector j which it overstepped. The Government’s attitude 

jihP:Siis®respectSwas;:::thajt/:0>fc;;se©fein^^^^ 

while the private sector thanked public sector for the 5 * 

shortfall by a'^out 6 million tonnes wh: 
the industry from the initial glut,"^^ 



During the Third Plan period, the NCDC planned to 
develop . 27 new collier le s , but actuallj^ developed 16 only , 
out; of which seven were closed down due to slump in demand. 
The original Third Plan target of 97.32 million tonnes, 
subsequently raised ’to 104.7 million tonnes, was eventually 
slashed . down to a modest level of 76.5 million tonnes, .ovjing 
to poor demand and probably, wagon shortage as ascertained 
in the course of mid-term appraisal. Even this target 
was not achieved, -with a 'shortfall of the order of nearly 
10 million tonnes-. Slowv down in industrial growth and 

di.esGlisation in railways contributed to the depressed demand 

^ 83 • '■ ' ■ 

for. coal. 

The controls over the coal industry were materially 
affected by the fact that it has three bulk consumers, viz., 
steel industry, power generation and railways, accounting 

‘ '04 

for over 62 percent of the- coal produced in India, Bulk 
of this demand originated from public agencies. Apart 
from the need to cons erve coking coal and ensure adequa 
supplied of coal :at roa son able pricGS all over the country, 
owing to geographical concentration of coal prodiiction, and 
in viG"w of nearly persistent shortage of wag-ons which 
necessitate4 distribution controls lii the form of wagon 
allotment, and affected the demaiid ~ supply balance in the 
market fof coal, price -controls aJ^so' bote the affect of 
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governmental agencies consuming over three-fifths of toal 
coal. It can be said that this factor introduced some 
teind of lower side bias in the controlled prices of coal 
fixed by the govemment. This is best illustrated by the 
fact that even after nationalisation of coal mining, the 
downward bias of administered prices Of coal is continuing, 
leading to a hidden subsidy in the form of lower prices of 

■ 35 

the order of Rs,15 to Rs,20 per tonne. ■ 

Price controls impose the necessity of . arriving. 

at prices which are reasonable on economic considerations and 

meet the obiectives of price controls. Following the 

increase in wages as a result of the Conciliation Board itward 

in' 1947, the Nayak/Bhatta chargee Committee to ascertain the 

86 ' 

costa of coal production was, set up in 1946, After 
that- changes were made in coal prices from -time to time to 
allow for higher wages,- by and large in an ad hoc manner. 

•For a thorough study of the coal costs structure, the 
govemment 'appointed in ,1957, the Coal Price Revision 
Committee. It carried out a detailed study of the normal 
cost of production of ..26, representative coal mines and 
recommended a price - allowing a rate 'of 'return of eleven 
percent on the average outlay. The price suggested by 
the committee was a general increase based on normal 
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repr 3 sentative 'average cost and ezcopt for a- little higher 
price to ontlying., coal' fields, it did not differentiate 
het'ween the various grades and 'was to he changed only to 
accommodate, the increases in wage costs which came about 

po ■ 

through puhllc regulation, ' Every round of Mage increase 

was followed hy a demand for price revision „ and, with a 

time-lag, it v;a.s generally granted. By and large, the 

CPRC pricing formula continued to remain in force except 

for a minor change suggested hy: the Study Group on Coal 

8Q 

Price's for Bengal and Bihar coalfields. In 1966, the 
Tariff Commission made a comprehensive study of the cost of 
production of . coal , and suggested a price increase based on 
cost plus pricing formula. It also considered price 
differentials based on the thermal value of coal, though 

it was felt that existing gradations of coal allow for 

9Q ■ ■ ■ . ■ ■ , ■ 

this aspect, ; ' ■ ■ ■ 

This pricing formula, as different from the fact 
of price control as such, was highly one-sided. Not only 

its widely aclmowiodged limitation in' Ignoring grades- 
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differentiation, hut the very basis of cost-based pricing 
has two serious limitations. One, a very general one, 
but nonetheless important, limitation of' this pricing 
principle was that it neglected the demand side* It means 
controlled prices 'were , by and largo, supply prices. In a 
market economy, many distortions are caused by letting ’ supply 
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prices Obtain. Two, a more specific limitation of imposing 
an average normal cost plus pricing (i.e., average cost plus 
a certain uniform rate of return),, in an industry as 
differentiated as coal in terms of scale, size, o-wnership. and 
management practices, geological conditions, technology, grades 
and quality, distance from consuming centres, etc,, was the 
difficulty in, choosing a representative sample. Such an 
average, representative price, in any case, would have 
built-in discrimination vis-a-vis different units. It will 
produce adverse unintended effects on coal mines having lower 
as welli as higher actual cost of production than the average 
industry-wise cost. Such pricing formula can work only 
in those industries which are fairly homogeneous in aspects 
having a close bearing on the, cost of production, 

Sudi pricing practices generate differentials 
regarding rates of return and size of surpluses in the 
hands of mine-owners, non-functionally effecting the capacity, 
willingness and incentive to go in for further investment 
and technological changes. In the case of coal, it 
allowed the small, unorganised sector mines to survive ■: 
in Uttar disregard, of the needs of conservation. and 
systematic development of .coal resources and the interests 
of the workers, 'This generated additional pressures on 
the larger and organised sector mines to legally or otherwise 
adopt the practices prevalent in the unorganised sector. 
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One possible reason as to why such pricing principles 
¥G?e adopted and continued, wo have suggested, v/as the 
fact of govornmental agencies being the largest single 
mad on consumers of coal, Inother reason may relate to 
CQsl being a critical InterniGcliate input without economical 
and offoctivG substitutes. Hence there is obvious need 
fpr public control over its price since it affects the 
igeneral cost structure in the economy. With tight public 
.control on, wages and working conditions, with wages 
constituting about 60 percent of cost, uncontrolled prices 
became somewhat untenable. Then, a very high price may lead 
to such a high level of produ.ction, that the quick a depletio, 
of ‘its reserves may come about. Sirch prices as build up 
pressure for large production may also encourage excessive 
production and wasteful mining practices 

However, the above factors do not argue an unequivocal 
.case for low coal prices. Apart from preventing capital 
formation and’ scientific' mining with a balanced consideration 
. for -the twin ends of c.:.nservation and safety,®^ it prevents 
deep mining. Hnecvonomical prices may also produce many oth-r 
intra. as well a? inter- industry and technological distortions. 
But ; the p, no cess of arriving ■ at balanced price, reconciling 
conflicting considerations, is inherently very difficult for 
as :highly. differentiated and; heterogenous an industry as coal. 
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Geographical concentration of coal sjid the locational 
pattern of nser industries create a good deal of pressure 
on the means of transport, particularly for a relatively 
low priced hulk commodity like coal. Coal movements 

constituted over one-third of the total |oods traffic 
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originating on the Indian iteilways* As a result, price 

control over it has to he supplemented hy distribution 
controls. In any case, the capacity of the railways to carry 
coal becomes an effective control over distribution even in 
the absences of formal control over coal distribution. Thus 
the policy choices facing the govornmoit with respect to 
coal were fairly comple:^ 

The tables III &/show the position of wagon availability 
and yearly stocks of coal. It . can be seen that the wagon 
supply did not grow at a rate commensurate with the growth 
of production, ikinual allotment of wagon ranged between 
1.17 millions in 1964 to 1,90 millions in 1962, Therefore, 
upto 1970, it exceeded 2 millions, and was 2,38 millions 
in 1969-70. During this period coal production increased 
from less than 37 million tonnes in 1954 to cover 75 million 
tonnes in 1969-70. Thus, one can see that wagon supply 
failed to keep pace with the inereasQ in production. This 
, is also reflected in the gro^h of pitheads coal stocks which 
increased from less than 3 million tonnes to about 7,8 million 
tonnes towards the end of Sixties, Despite many efforts 
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by t'ne railways the wagon shortage persisted and, through wagon 
allotment, amounted to Informal control over coal dlstrlb4ion? 
The difficulties arising from oial shortage were Increased by 
many rounds of Increases In the freight for coal in 19S2. 1962. 
1966, 1968 and 1970. In the year 1970, the_freight on coal for 
long distance went up by over 100 percent. Despite the hike In 
freight, the wagon shortage could not be alloTlated.®® ' 

It is true that control over coal prices, distribution, 
production, grading, etc. began as war-time necessities but 
they survived the War, owing to some Inherently complex ' 

compulsions mentioned above, ait the nature, form and 

extant of controls also did not yield easy choices, as wo 

have discussed above, fevemmenf s ow direct financial 

stakes as the major consumer also Introduced complications. ' 

The need to control wges and vrarklng conditions also 

influenced these decisions'^. The faot +-hQ+ n -i 

lact „hat Railways were not 

only/major consumer, but also played a key role In 

transporting coal, particularly to. Western and Iforth-Westem 

India, generated complexities. A good many committees and 

Study groups enquired into these questioned hnt fh 

ques-cions hut the complexitios 

of the, industry prevented the emergence of solutions 
reconciling conflicting considerations. 

This conclusion Is reinforced by the experience of ■ 

;rol of coal prices and dlstrltation. The CPRC (1957) 
suggested decontrol on both prices and distribution of hard 
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colctt., which were to be introduced gradually by the government. 

Partial relaxation of distribution control was made effective 

from July 1964 with respect to grade II and III coal and soft 

coke. However, the railways continued to put restrictions 

on coal movement.' In 1966, prices and distribution of hard 

97 

coke were freed from controls. 

Instead of raising controlled prices as recommended by 
the Tariff Commission in 1967, the process of removing controls 
was carried further in July 1967, when, all price and 
distribution controls from coal other than metallurgical 
coal were done away with. The coal controller continued to 

look after the supply of coal to metallurgical industries 

’ ' ^98 

and essential consumers like defence. 

Even after formal decontrol, a good deal of public 

control over coal distribution and prices survived. This 

was owing to the specific ccmditions concerning coal. For 

one thing, movement of coal was a major responsibility of the 

Railways and the latter had only a limited capacity to 

effect coal movoments. Then there was also a pressing need 


to obtain economy in coal movement by ensuring that coal is 
transported from the nearest source to place of consumption 
in order to eliminate c3?oss movements. The Railways may 
even have to explore the : possibility to see if the "re turn 


o 
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movement of emply wagons could le put to use to meet some 
essential transport requirements. Further, a free for all 
scramble for limited means of transport may put undue 
strain on essential and priority consumers of coal ^ while 
lower priority users may, on account of market forces, 
make a greater draft on limited wagon capacity, 

As a result, the Railways continued with their 

rationalisation scheme and the system of sponsorship of 

demands, ''Basically, this involved various State Governments 

to indent for or to sponsor requirements of soft coke, of coal 

for brick burning and coal required by industries, 'The 

demands for coal of the steel industry and power stations wore 

certified by the concerned technical authorities. Demands 
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made by defence had priority over others'.’ 

The process of gradual decontrol of coal distribution 
reinforcGd the possibility for informal survival of public 
control. In the wake of freeing of lower grades of coal 
from, the, control exercised by the Coal Controller "such 
indonts placacl upon the Railways increased suddenly 
and far exceeded, either past movements or the production 
in Bengal-Bihar coalfields. These demands were speculative, 
and it became impossible for .the Railways to meet these 
highly inflated demands. In consequence., Hailws 



governed coal movement by the ’’Preferential Traffic Schedule” , 

laying dowi certain quotas from time to time for certain 

types of coal, in accordance id-th the sponsored movemonts. 

Linkage Committees were set up to coordinate demands and 

movements of Defence, Power, Steel, Cement and Railways. 

For others, wagon allotments were done on an ad-hoc basis 

1 01 

guided by past despatches. In sum, "’the distribution of 
coal gets restricted by the limitations of movement capacity 
of the Railways, 

In 1967, the Wage Board for coal, constituted in 1963, 

submitted its report, recommending higher wage-rates, 

necessitating revision of coal prices. The interim awards 

by the Wage, Board also necessitated price revisions. 

Probably, with a ^view to delink wage revisions with p3d.ce 

revision, prices of all varieties of coal and coke were 

1 03 

decontrolled with effect from July 1967,' 

The ending of foraal prica control did not restore 

market mechanism in price fixation . Since Railways , steel 

plants and power generatiiig units were the ma.jbr consumers, 

controlled prices were replaced by neg ’ ‘"ted prices, with 

Railways playing the leading role in pr^ ce fixation for all 

104 

categories of consumers. With a governmental agency like 
the Railways acting as the price-leader, and the governmental 
bodies being the largest consumers, decontrol only changed 
the form and methods of price straggles betwee 3 a coal mines 
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on th '! one ban cl ancl their 'bulk Sdnsumers on -the 
other, ■ ■ ■ ■ . 

The do ci Sion to dcccontrol' coal prices and rlistrihution 
in 1967 represented an important lan{3mark in the histor^r of 
public rogulation of coal industry. It brought out the _ 
diversity of considerations which weighed with the government. 
It is clGa.r from the foregoing that even in the absence of 
formal control, the public agencies had enough leverage in 
exercising informal control. In fact, formal price control 
posed some unsavoury dilemmas. Being bulk consumer, any 


Upward revision of prices inci'oasecl government ’ s own 
financial burdens, while any downward bias tended to 


underminG the interests of the 'industry, ' 

However, owing to trade union pressures, and in order 
to check spreading 'labour unrest, Wage ; Boards became essential, 
particularly, in view of pernicious recTuitment methods and . 
archaic working conditions.' The implementation of Mage Board 
awards necessitated, pari - nassu . revisions in controlled 
pricos. jpart from the burdens on public exchequer and the 
coal consuming public units, such revisions in coal prices 
entailed politically sensitive price repercussions across the 
hoard which the circumstances obtaining in 1967 did 'not 


encourage thi? government td- cointenance. Hence, by going in 
for- da control, -the government bypassed' the compulsion of 


granting price increases to the. coalmine owners. It also 
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remtov-Kl .the possihlo sti.gm of raising a statutory price, 
■because .after decontrol, decisions ahout the prices at which 
coal was , to ho ■ bought" 'became a ro.utino administratiwo matter, 
which did not require the ssinction of political authoritiost^^ 
But on account of ' the effective informal channels of control 
which it -possessed vis-a-vis the coal industry, it chose to 
use tho. ri.arke.t .mechanism for its own monopsonistic power for, 
meeting the compulsion of keeping co..al prices under leash. 

The technical voxpertise which the Railways possed in matters 
connected with the cost-conditions in. coal Industry, owing to 
its long experiencing of operating captive coal mines, came in 
han-’y for carrying out negotiations .over coal' prices ana 
quality,^*^'^ ■ . 

The monopsonistic position of c->al-. consuming public 

agencies led the coal mine ovmers to organise themselves 

into 0 .joint pricing strategy under the saspices of the' 

joint Working Committee (JWC) of various organisations of 

coal producers by agreeing to quote identical prices, 

Thus the prices could not be determined solely on the basis 

of the monopsonistie positibn of the railways. In fact, 

during the period 1967-1973, coal prices impressocl at rates • 
(anntxal average being 6,17 percent) comparable 
/to the rat© of . increase -of. the, prices of industrial raw. 

8.37 percent and 8,61 percent respectively), is. the Table V 
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given below indicates, while coal prices consistently 
increased from year to year, the prices of Industrial raw 
materials and manufactured intermedlata products eoiperlenoGd 
negative change as well. Then the someiAat higher average 
rata of price increase in til,- two cases as CQmpprc.d to coal 
oWviS consiaerably to very sharp spurts in 1972~73, 

Thus it would be simplistic to argue that “price 
decontrol of 1967 marked the beginning of the end of private 
■o'dnership in coal.-AOS This view echoes the Judgement of coal 
■ consumers -«ss,clatlon of Indla.^^ This position could mean 
Wat as a result of decontrol, the rates of return In the 
industry do cllnod because the In-iustry could not oMtaln 
pnlce Increases oommensurato with the hike in the wage-bill. 

In order to oompaosito against the fall in profitability, 
Plaughuer mining, neglect of safety regulations, unfair ' 

1 .boui pr:_.etices etc. Incroasod substantially, forolng the 


government to take over the coal mines. 


It may be Implied that such an impasso couln have- 

weakened the interest of coal mine owners in either retelnlng 
their interest in -coal or in eocorcislng enough pressure in ' " 
order to retain the ownership of coal mines. « argument 

along the lines . Inllcated- above neglects the long-term, ' 
persistent character of unscientific mining, dlsregarfl’of 
safety and conservation norms 'and sweated labour conditions. 



whicn impelled many analysts, including those included in 
official committees to a study: -the pi^olDleBis of coal industry'J' 
to suggest that no controls and regulations save nationali- 
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sat ion could 


provid© ensyer to the di lemmas facing- coal 


mining. The exp^erience of control as well as decontrol over 
coal prices, distribution, etc. highlight sd this aspect 
and narrowed down thu) range of policy choices available 
coiicemlne coal mining. Thus, the experience of decontrol 
led the government to conclude that ^ust as the controls did 
not succeed, so did. ■ the experience of decontrol also not 
succeed to achieve the ends of public policy. The policy ends 
were scientific mining, safety and- conservation and healthy 


canrlitlons of labour alongwith reconciliation of an eccaiomical 
price for coal with, the cost implications for bulk public 
consumers of coal and .for the economy in general , Thfs''^' 
interpretation, however, does not amount to arguing that 
owing to certain pricing practices followed, with respect to 
coal which reduced the profitability in this business, the 
private mine owners, lost their interest in continuing with 
coal mining and resorted: to what might to called scorched 
earth practices and for-CGd the.- government go to' in for 
nationalisation, , The fact that the coal mines put up 
strong resistance to coal nationalisation can be seen 
in the legal battles they fought, in order to get the 
nationalisation law invalidated, , This indicates that 
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the;- valued the rotontion of their coal business under 
their oica private control, 

rio-wever, following decontrol, there persisted 
informal control over coal prices and distribution through 
the role of the: Rail^rays in Coal consumption* and movement. 
Direct entry of the public sector, -through the activities 
of i'luDC and Singaranl Collierios which ms controlling a 
une-third of coal om:put and had during the Third Five Year 
Finn expanded its operations by opening 16 new mines^^^ 
also gave the State some aiaitional capacity to inoraass it: 
capacity to regulate the dovelopaent of coal Industry. Ihe 
Informal price control was supported by a detailed study 
of coal oost-structare by the Bureau of Industrial costs 
and. Prices In 1971 and formed the basis of loco prlces.^^'^ 

The lack of price differential between different 
grades of coal amounted to .an utter disregard of demand and 
r. qu-ryments aspects of coalj particularly in view of the 
critical deponaence of the steel industry on metallurgloal 
coal. As a result of the Heport of the Committee on the 
Prices of Metallurgical coal,^® a certain ma.rglnal price 
differential between coking and non-coking coal was 
introduced. Iho price dispute between tho coal Interests 
end the Hallways was also referred to the Bureau of 
Tndustrial Costs and Price, 


During the period following the Second Five Year Planj 
a major public initiaciva in tha diroction of development 
of coal industry -was in the form of maMng available to the 
industry a si SB able U.St'GSimLll ion or Rs, 16.69 ■ c roreo at 

ri' 

pre-devaluation rate) loan from tho World Baiik. Apart from 

the setting up of NCDCj end the investments made through 

ionj. , ■ 

it in raising coal product/ this i>ras the major development 

initiative concerning coal in the private sector. In 

contrast to the rolo of the' World Bank vis-a-vis private 

coal mining, (for which it also secured the understanding 
t . I , 117 

that it is not going to bo nationalised) public sector 

coal d evolopment was greatly helped by financial and ■ 

tachriical assistance frem th.e Soviet Union and Poland. 

An industry, v/hich needed modernisation and 

mcehaii. cation to the extent to which the coal Industry did, 

was sure to get a gO'Cd boost from such an inflow of 


resourcos. ThiLs loan, In foreign exchangQ, QnabJ.ad impoift 
of plant and machinery and, as it I’Jqs given on a matching 
basis, the industry raobilished an equivalent amount of 
investmont itself. However, as -we discuss in the nc 3 xt 
section, apart from a somewhat higher- degreQ of mcjchanisa- 
tion, and increased, output, this injection of capitciL 
rosourcGS could not answer tha^ problems of duality, 
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structural imbalancej neglect of safety and conservation 

norias and shacp' labour -practices. In fact, distance between 

the organised and the, unorganised sectors of coal industry 

was increased by the inflow of the World Bank funds as 

"most of this increase was limitedj to ‘the organised sector, 

and even more so to the 255 mines which had used the v/orld 

Bank Loan, and accounted for the entire capacity expansion 
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in the Third Plan, 

Among developmental interventions in coal industry, 
it may be important to point out the role of inadequate 
increase in wagon supply, which continued to lead to 
stock piling at pitheads and adversely effected the- coal 
industry in particular and tha oconomy in genaral. 

To these difficulties was added another dimension 
by the fact that the demand for coal is a derived demand. 
The slo\:/i-down in industrial growth after 1965 adversely 
affected the coal industry, loading to a buyer ^s market 
situation. The Tariff Commission (1967) observed that, 

"the industry had boon d epressod for the last few years. 
Large capital investments, including purchase of machinery 
and equlpmont by 825 mines (including six new ones) 
thiough the World Bank loan of 35 million dollars made 
available in 1966, incurred to meet an anticipated demand, 

, 'V':’ y- ' ■y^:--"' y b v ^\y'WV:'y^-v;;wvy; y,,,/:':y;y.: :w' -'"y y 


whicH did not Gvontually mate'riaLisB, had lyft many units 
of the industry temporarily over- cap it aliSQdJ’ 
ihus the dovaLopmarital intorvantion came up , against tho 
odda of demand rocossion ;and instead of producing the 
expected results, added to the problems of the coal industry 

SancQ the experience neither of controls nor of 
docontrol uas too edifying, nor did devolopment initiative 
push up the coal industry along tha path of progress, the 
process of assumption of direct omiership and control v,’as 
started uith the coking coal mines nationalisation in 1972,. 
¥o have d os crib od the process of phased Indus try-wide take 
oVwT' of coal above. 

The preceding account of the ovolution of publ-iQ 
intervention in coal industry cannot by itself provide a 
self-contained and adequate account of -why nationalisation 
of coal was resorted to. However, it attempts to sh.6w why 
govv^rnment intervened, what forms and methods of interw 
vention did it evolve, the problems which cropped up in 
adainistcring those controls and regulations, the manner 
in wliich various conmitteus and study groups examined these 
interventions,. This account- shows as to what kind 

thomselvos and hox^/ .wore they ' rbaponded to by the govemment 
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and various othar internists involved. 

l^faat soaios to omorgG from this account is that 
dospitG somo clear and pointed export advice that the 
nature of the coal industry and its .protlGms domand no 
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intervention short of nationalisation of the coal industry, 
a large number of direct and indirectj physical and Goonornic, 
formal and informal measures were used over since 1945 
when the policy of largely unregulated coal industry was giver, 
up, imong other factors, as a result of tills experioncej 
ultimately the industry was nationalised in phases. First, 
the miworked, coal baco^ing areas were taken up. This was 
strengthened by strengthening tho nucleus of public sector 
mines by setting up NGDC. Socond, the coldlng coal noincs 
wurc takon over and at last, the entire Industry was 
nationalised. 

In order to understand these policy choices, it is 
important to r eview tho nature aid importance of coal 
industry, its structupv-, fi-inctioning, growth and performance 
over this period. On the basis of such a survey we may 
attempt an examination :of the role, rationaLe and impact of 
variotis policy choices, and may bo in a better position to 
explain tho decision to natlonalisod the coal industry, 
on ,an ontiro industry scale. 




Goal, is a iiraltix3Ui‘posu5 .. in^tormodiatj mineral p-roduct 

of groat importaiiCG, It is usad' :f5 r -inGcting stout 40 parcont 

of the ortG-rgy requir ffliionts £Sid for' goiiorating about 61 pGi-cGnt 

12 1 ■ 

of iloc tricity in India* ,4t' pros ant India is ostimatod 

to haV'O coal rcservus .of 131 billion tonnes ^ v;h.loh arc 

likely to roach 200 billion ton.nes in consequence of fresh 

prospecting. Hovjcwej colihg' coal reserves arc Gstisstod 
' : / ^ 12.2 
to be only about 4 per cent of the imowi coal rusorves, 

Indian coal is of many different grades. 

There arc many distinctive featuros of coal industry'' 

in India, Power, stbpl and railways aro its major users, 


accounting for 37.4 , 22.2 axid 3.3 perene-t of its total off- 

'tno - 


take in 1977-78 . Total public sector consumption of • 
coal x/oiiljd be still greater as coal mines, fertilisers, . cement, 
textiles, ate, v;hich aro its major users, have sizeable 
public Sac tor control respeetivoly. It Is among the oldest 
organised industries in India. It has experienced many 

fluctuations In Its fortunes ever sine® coal mining was first 

startod in the last quarter of the 18th century at Famiganj 
in West Beiigal. 

Given the geograpliic , concentration of coal in nearly 
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contingi^esareas of West Bengal, Bihar- and Mahya Pradesh, 
which tah( 3 n together account for over fourth- fifth of coal 
output^ ' It is greatly dependent on transportation to 
consuming centres . This Brings in the role of Railways, 
wagon supply, freight structure, etc. in influencing the 
effective supply of coal in the oorntry. Even if production 
of coal is under private sector, its affective supply is 
mediated by the performance of the Railways, a public 
sector entity. 

Opening up and development of coal minos has bean an 

ad hoc and unplanned activity which took place by taking 

lease of the coal bearing areas of varying size from the state 

government at different points of time on the basis of 

royalty payment. The Indian Coal-fields Gommlttee 1946 

reconaendod the setting uy of a National Coal Commission 

to G ontrol and regulate mining leases and royalties, 

classification of coal, conservation of minos, control over 

12 V 

production, prices and exports, etc. In the absence of 

any well- tl^oughc out policy end a co-ordinated agency to 

control and regulate these matters, coal minos developed 

•in India in a haphazstrd manner and mines of varying sizes cam© 
into existence. As a result, while some large- sized 

oDoratod by .loiiit stoCii GonipanxBS 


/miiioSj owon.^'^d and oporatod by joint stoc^i conipanxBS 
can© into existence, both under foreign and Indian control 
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there i-'ere also a large number of small- si sed mines under 
proprietory or partnership firms, Ihis dual structure, 

3S shorci by minus of varying sizes? is an important structural 
feature of the coal industry in India. Table YI 

sho-vjs the number of ‘coal mines in various sizes 
groups of production with the number of mines and percentage 
of p:coduction each group. 

As can be seen, the numbar of smallest mines increased 
fromdrxit 19 percent in 1970 to over 30 percent in 2972 , 

In 1972, mines producing up to 5000 tonnes, constituting 
61.50 percent of coal mines, contributed only one- tenth of 
coal cutpT.it, Bu.t the liggast 12 percent of the mines accounted 
for nearly half of the coal output. The three yearly 
average figures show that the smallest one- third mines 
pr'duced a little over one percent of coal, output while the 
biggest one-thenth of mines produced over 2/5 of coal output. 
This structural aspect of coal industry has imporant 
implicatiesns for understanding the working of coal rninvjs in 
India, Tho questions concerning safety, conservation, 
investment, mechanisation, sci^lific mining, conditions 
of labour and growth of coal production are influenced 
by the oxistonce of a large number of small, non-viabls 
mines. The Governimnt made attempts to reorganise and 
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rostructure the coal 5-naustry thi^ugh vorantary methods, 
compulsory amalgamation was suggested by an expert committee. 
It is also interesting to note that no fiscal, monetary ana 
other indirect methods, nor control over leasing was 
initiated in order to Introduce coal firms of viable size. 

But it might also bo suggested that the importance 
of small, mines was perhaps ovarstated, ror instance, 
it has been stated that, ’’The small mines presented a 
serious obstacle, to the rational aad systematic 
exploitation of c oal’ reserves and to higher productivity 
threugh mochanisationy Even if the relative performance 
of the small and unorganised sector was poor on tnose 
counts, the importance bf tius factor has to be assessed 
keeping in view the fact that these smaller mines did not 
control more than one- eighth of total putput. Ihe’ main 
problem posed by these small mines was that, owing to their 
utter disregard of scientific methods and selective methods 
of mining and unhealthy labour practice^ they could prodnice 
■ coal aty^Gla''':ively lower unit cost and pioduee compebxtive 
pressure of a certain none too smaj-1 magnitude 
organised sector in taims of their lower prices. 

However, this may be ah over- statement in so far as the 
smaller mlnos either chose to follow the prices determined 
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with respect to ttei organised sector were compel lad to fall 


in line v/itn official p 


rt 1 n ^ 

ju *JU w kJ w 


or loco prices , The pricing 


nrinciplos foil OTrod by tha- public agencies In price fixation 

durHig^ the period of con trollod prices (1945-67) based 

on thc CPRC’s formula wore also not unduly weighed in favour 

of the sniallor units. Thus, it vould (appear, both on a 

priori and craptrical grounds to be invalid to maintain 

that ”tho ■ experience of the- ■unorganised sector, which 

Produced barely 10 percent of the output, effectively 
" : ■■i ; , '133 

determined the na-bure of price policy for the coal industry. 

This is simply not undcTStandable in the face of inonopsonrs^ 
134 135 

pricing, monopolistic tsind-sring principles -of 

controlled price fixation. 

Thus, it appears to be icisloading to adcribe the 

■ipro’-'Lems of the coal inf^’ustry mainly tc the existencG of 

small rnd -unorganised sector. By adopting this line of 

■argument (i.o. small units behaviour being responsible for 

the ills of the coal industry) it bQeonsBS possible to 


suggest, at least implicity, that the larger and organised 
units did net ‘leave much to bo desired in terms pcientiflc 
mining, conservation, and other social goals. This also 
leads to the inference that, ,it a policy of succossfUlly 
amalgamating tho smaller units with -tlie larger onus were. 
follov;Gd, the ob;jectivGS of scientific mining, conservation, 
fair deal to labour, gro-t-rth . and modernisatioh, etc. could 
:havctne;!2him|2tl|l-;lS®;^Sri@iiSsilS9iSlrt 
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IMS IS not to suggest that the continued existeiice of 

small j uriorganised mines under prioras uo^^^ oi i.cxtno-^ai-1 

firms, did not cause problems. This however, is not the 
som® tping as making this feature of the coal u.ndu^try the 
villain of the pioco, i«:-art from causing h-arm to conservation,, 
safety and labour aspects in proportion to their share in 
coal mining, which was not too large (as seen earlic-x), 
small mines, led to technical complications on account of 
which “substantial reserves were left locked within their 
boundaries, as none of the adjoining mines could risk mining 




close to the bo'cndaries for fear of subsidsnce,” 

coiiXd. 

smaller mines /not de^ with water logging and fir@s, Kie 
smallcsr mines also posed problems for the Railways as uh-^ 
number of. loading sites boeamc too many, increasing iho 
turnaDout time of wagons. In brief, the co-cidstoncG oi small, 
and large organised mines was an important feature of the- 


coal industry and its problems. 

Coal industry is a fairly, labour-intensive industry. 

Over the perioa 1951-1973 omployment in coal industry 
increasud from 3.62 lakris to 5.22 lairhs (an increase of 
4 8,30 percent) while coal output increased from 35 million 
tonnes to 81.3 million tonnes (an increase of 132.29 percent). 
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Tho decline in labceir Intensity obviously has to bo 


Ih-'Se changes inerv'-ased labour productivity and this factor 
also centributad to increased coal output over the poriod, 
n Bospitc lncroas.cd output per wr ter, working conditiomi 
ij.i c oal nines left such to b a d.csirGd, Various labour laws 


were enacted for onsur-ing laborer welfare and appropriate) 
worlcing conditions based on safety normSj especially in 
view of inherently difficult and hazardous conditions 
obtaining in coal mines. Howovorj in practice these laws 
and norms w/cro rarul.y cnforcod and worleing conditions in 
the industry wero far from satisfactory. As I\u.marmanraj.ani 
showed in his raonographj the major fc-aturos of tho 
labour scone in the coal industryworo the following ? 
i) implamcntation of wage awards by no more than 10 percent 
collicrios, though prices were based on Wage Board axvards; 
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ii) .contract labour syst m following the practices initiatad 

durihg the war period; iii) violation of gratuity, Icavo 

and provident Fund laws; non-payment and irregular payment 

of wages and bonus and other duos with unauthorised 

daductionsi iv) avoidance of P.F. contribution by manipulation 

of account, defaults of P.F. amounting to Ri#ll crorGS; 

v) widespread violation of mines safety lav;s on account of . 

unsciontific mining, lack of cquipmait, poor ventilation 

ate. The situation cama to such a pass that "oven the small 

number of workers who wora kept on the regular pay rolls 

rccGivod thoir satutory wage only on papers; the rast w©rQ 

contractor's labour and contractors wore froo to pay thorn 

143 

as they liked.” ' 

According to returns by coll iorias, the all-India 

indox of labour earnings in coal mines, with 1951 as base, 

increased to J68.7 and was 495.2 in 197 j. i.c. it was nvjarj-y 

345 

five times its 3951 level, m view of the factors 
mentionod abovo, these figures do not socm to indicate the 
rcali% of wori?Lng conditions, Thus, it appea3?s facile to 
conclude that "In respoct of social security and wtelfara 
moasuros, it was one of the best served of the private 
sector industrios.” 


9 




In veil the pricing policy of coal, which was 

based on average cost of representative mines, with provision 

to mahe adjustinant for wage increments, it was probable 

that as reported labour* earnings were shewn to bo risingy 

it becaiHS a basis for increase in controlled or loco prices 

of coal. Thus ■ the reported .wage level may show a rising 

trend without necessarily reflacting the actual earnings 

of coal labour. This, is quits likely in c oal mining where 

actual working conditions were far from satisfactory. It 

mearis the enactments concerning wages and working conditions 

could not be enforced. The non- enforcement of these laws 

seams to be generally admitted but it is argue-i that "it only 

demonstrated the weai-nass of the government enforcement 
. ^ ^ 147 

machinery and also the complexities of the rules," 


It is undoubtedly true that v/ithout weakness of the 

■ i ■ have 

enforcement machinery, the labour la^^rs not/bc violated 
so flagrantly. Partly, complexities of the rules also madG 
their evasion relatively easy. But It would be difficult to 
treat these factors as complete or major explanations. For 
ona tilings, these -two. factors can, be applied to the 
iimplementation of iliibour laws in any industry. After all, 
labour laws are applied with varying degrees of success to 
different industries. .Thus one must look for the 
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spaclflcs as applicable to a paptLcularly industry. In the 
case of coal, the earlier bondage based labour practices, the 
practice of contract labour, migr^yb labour, the policy oi 
price control, etc., and in the ca&e oi decon'^iiol, tli^ iclo 


of public 
existenc e 
to rather 


agencies like the RalL^^ays in price- fixSi t ion, the 
of large nucibei' of small Hinas etc., also contriDuted 
poor worling conditions for -abour. As a result of 


nearly aUtoHiatic adjustment in coal pricQ s lollowlng 


r-svisions. there are reasons t o believe t> a t uhere deve loped 
a toridency to over- report wages . But owing to the system 
of contract labour, location of coal minGS xn relatively 
poor and tribal areas which ensure labour suppj.v at rather 
low real wage rate's, the unorganised nature of aiarge 
number of small mines, innerently, hazardous and Up33.atable 


nature of c.oal mine worh, alongwith the wealsiess of 
administration and. basic factors like the relative soio- 
political strength of coalmine owners 

workers, the working conditions in coal mines could not 
be improved. 

The forgoing analysis ^hows that in situations lila 
these, legal enactments and administrative arrangements 
cannot go far in ensuring appropria'te-'wbrkihg conditions 
to labour. Thus, tradp unions' In -coal industry started • 
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darnanding its nationalisati-ons. In ganeralj while 
failure to Mpl ament a policy or a progranmB indicates 
anwillingioss or incompotencQ or both in soma combination, 
of the govemmant, it does not follow that these policies 
cannot at all bs carried out by the government in question. 
The failure may also owe itself substantially to the c hoice 
of instrument of implementation and a recourse to 
a more effective set of instruments may lead to better, if no 
■ total', achievement of the objectives behind these 
policies. In the case of regulating the conditions of 
labour, the' experiance- of legal enactments and ...administra tiVv?. 
steps t<;indGd to indicate the nood for more direct and drastic 
steps like nationalisation, 

n. ' 

, '• Hovj did the coal industry fare during this period? 
how did 'it respond to various controls and' regulations 
■Introducca by the public authorities? How did the dt-cision 
to taka over coal Industry bcoome necessary in the course 
of various measures' of public, intervention? Even without 
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taisB-over, tbs shara of public sector:. in coal production 

increased, during the period... Out of 38*22 million tonnes 

of coal production in the share of public sector was 

just 4.6 mill ion tonnes. It increased to 23 percent 

^ 160 

in 1965-.66 and bee ana nearly 40 percent in 70-71. 

In 3972-?3 after the take-over of coUng coal minor the 

share of public sector increased to 53.50 percent. Hov/averj 

increased production in the public sector v;as obtained mainly 

by opening new mines and this led to frequent failures 

151 

in meeting plan targets,. Though during the Second 

Plan, the private sector marginally exceeded its target 

of 

(44,04. million tonnes/actual production against the target 

152 

of 44 million tonnes) during the Third Plan, both the 

public and private sector were unable to meet the targets. 

Even at the end of Fourth Flan, coal production stood 

at 78.17 million tonnes, against the target of 93,50 million 
153 

tonnes. Ihe table given below shows the progress of coal 
production during th3 plans; 


Plan 

Target 

Ac tual P ro due t ibn 

First 

39.00 

38.23 

Second 

60.00 

65.72 

Thl rd 

7'k-':-97.32,.:::vv: 

67.74 

Fourth 

93.30 

78.17 


(million tonnes) 

'Sources Respective Plan .Documents, 


I 



4 


-sa- 
lt cai be seen t hat owing to slack demanci for coal, 
the Fourth Pi .ah target xvas lower than that for the Third 
Plan. The share which the public sector acquired in coal 
industry affected the choice of instruments and forms of 

. . r 

public policy. It also had a hand in datennining the 
response of industry an general and its private component an 
particular to these controls and regulations. 

We- have already referred to the parfoimanae of the 
coal industry in terms of additional output, employment 
and xn rklng conditions and 'w^faro of the workers and 
engaged in coal mines, A lot can be said about the 
performance of coal industiy from the social point of viev;, 
which xnuld essentially argue less than adequate and 
d'Gsirablx? performance in terms of national objectives as 
embodied in the Five Year Plans. Similarly can be viewed 
the shortfalls in t he r ealisation of plan , targets. The 
shortfalls in coal output were of a serioxis nature, owing 
to the baekxA?ard and forx'fard linkages of coal. The 
divergence between production, and dsspatches of coal reflected 
in. stobkpiiing at pitheads aacentuatad the problems caused 
by slow and inadequate growth of coal output. In any case, 
much store is generally placed qn , the output performance 
of prlvaiiG sector coal' industry a s though the increased 





output v/erG an ovar-riding criterion, independant of other 
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objecti'ves or constraints. We have seen hov/ production 
perforiiiance was obtained at the cost of wastege of coKing 
coal, disregard of the future use of coal flalds, perv-nicioiis 
labour practices etc, . 

If there has not b eon much private investment in 
coal industry, (an Important factor in shortfalls in 
production as compared to plan targets) and the, actual • 
investments which came about owed significantly to the World 
Bank loans, this is partly 'explicable in terms of public 
.policy of, by and largOj allowing further expansion t-o public 
sector coal units alone. Tho scope for private sector 
investment v/as confined largely to working of adjacent 
mines and mechanisation and modernisation of existing 
mines. Obviously, there cculd not bo much private investment 
under these limiting conditions except in higher mechanisa- 
tion of existing mines, A policy of enlarged scale of public 
sector in any. industry, for instance, coal, necessitates 
capabiliti>.s to undertake necessary investments, especially 
if the public sector expansion is to be based on fresh public 
investments rather than take-over ■ of. private mine-s in the 
main. Any failure or faltering performance in this respect 
compunds the backlog of problems faced by the industry 
in question. Once it happens, drastic steps remain a matter 
of*' tiinG only. The investment needs ot coal industry were 



to derive, particularly during the Fifth Plan period, from 

the new, enhanced role assigned to cp.al in view of deve-lopments 
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connected with minoral oil* ■ Even if one were to partially 

discount, the estimated requirements of coal by the Fuel 

Policy Committee, there can bo no denying of the big 

increase needed in c oal production which would necessitate 

largo investment. The Reserve Bank of India appointed a 

Working Group on Finance for the coal industry in November 

1972. The Group came the conclusion that "The internal 

resources .of the industry can contribute little to the 

156 

investment effort required." 

Hence it recommended that a Goal (Finance) Corporation 

357 

should be set up to assist weak small collieries financially, 
iifhether such a corporation is set up or the state goes in 
for take-over of the coal industry, it was obvious that 
finance for supporting sizeable fresh investrent involved 
direct public intervention. Thus, decisive factors have to 
be other thaiti responsibility of meeting the financial requiro- 
ments and it is on the basis of these other consideration, 
as we discuss here, that the choice fCl on nationalisation. 

A number of other factors also restricted the inflow 
of private investment' in eb^., . -Given the fact that the 
public sector was the ma^or- conkuraQr of coal which strengthened 
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the tendency to imderprice coaly and that it was subject, 
either to forma], or informal price controls, the scope for 
legitimata, open returns in this industry coiild not have 
been, in comparative terms, too attractive. This had obvious 
impact on private investment whether fresh or f or replacement. 
This however , 1 s a point of vl.3w again st whic h counter 
evidence is also available. If prices received were really 
unramunorative for the coal owners, they wouli have 
restrained tiB output of coal. .But since output continued to 
grow even in the face of glut, it would appear that prices did 
not act as disincentives. Hence more important probably was 
the consideration that immediate, short-run returns could 
be high in coal Indus try by resorting to selactiva, slaughter 
mining, ignoring labour laws,.' and safety provisions rather 
than by maintenance and replacement of niachinary or by 
greater mechanisation or steps aimed at higher labour 
productivity in terms of output per man shift. 

Simply by enacting laws and setting up administrative 
arrangements one may not creates sufficient conditions for 
the achievement of the objectives of scientific mining, 
conservation, fair de^ to laboiir, modernisation and 
sufficiently high rate of growth, Ifuch also depends on 
the objectivo marmot forces and the extent to which those 
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g‘:jnoral factors arc allowed to operato vis-a-vis the specif ic3 
of the individual Indus trj^ The scope envisaged for the 
puDlic sector, a constant glare of various studies and 
enquiries about coal' industry which highlighted its problems 
and predicanuint, the scattered nature of- coal mining, the 
practice of unit cost plus pricing whether under statutory 
control or under de-facto ccntrol, etc,, croatad conditions 
in which the private sector developod a certain hind of , 
approach and attitude towards their stales and. policies 
concerning the coal industry. A lack of long-term continuing 
staka in coal industry for the private sector was an 
essential in gradient of this attitude. This attitude and 
approach created conditions: vastly different from.thp , 
objectives of public policy concerning a vital industry 
like coal. The behaviour of the private, sector based on such 
a perception increasingly drew the public sector into the 
coal industry and thi.s involvement had increasingly to 
become direct. 

The neglect of scientific mining, with a view to 
conserve the limited reserves of coking coal, and inability 
to treat coal reserves .as- a long- tenn social asset persisted. 
Neither Vforld BankbaG'kQd invu'Stmsnts, nor restrictions on 
coal output, nor prico. policy nor stowing and other subsides 
could induce private collieries to adopt methods of 
scientific mining, cons.ervaticn of . a vital mineral rGs'o'aroG 



and socially and aconomically s<i^d labour practices. 

Amalgamations on voluntary basis did not coma about 
on a significant scale, in fact, 'the scheme was sought to 
be (mis) used as a device for extending private coal mining 
to fresh areas. The government did not did attempt 
compulsory amalgamations 5 ev'sn if such amalgamations were 
brought about to eliminate small sized, unorganised sector 
mines, it xvould not have gone very far. After all, a little 
over 10 percent of the output was under the control of the 
small sector of coal mines. The way coal mining industry 
grew in India in an unplanned, ad hoc manner, even without 
appropriate geological maps of the coal fields and responded 
to market forces, tended to structure it in a manner inimical 
to scientific mining. 

The tradition of labour relations, the socio-economic 
context of the coal region which had, a significant bearing 
on the ability of labour to obtain a specific quality of 
working conditions, particularly in view of the inherently 
hazardous nature of work in coal mines, also lent their 
weight to non- implementation of various laws* The fact 
that there was a very comprehensive set of laws and 
regulations for coal workers itself bears testimony to the 
acute need for such Interventions. The fact that the public 


SGGto3?. provided during ,tha Saqond .Pi as mch as one- fifth 

of to tal iBVQStnfini of . the. order, pf Rs.60 crores to the coal 

iiid.'ustry for workars hou-sin-gj indicatGa that 01113? ciircct 

state intorvontion can make an impact on the working 

conditions. Otherwise., the. hulk' of the labour laws were 

obseErvad mainly in broach. ■ As . a. result, there came to exist 

"tv70 worlds" in matters- relating to labour in coal Indus - 

"one in which the statutes and wage board awards wor-e full3/ 

implamontcd- by’ public sector a<i2encios and the other, where 

liSO 

these wore grossly violated." Such a situation generated 
pressures from labour unions for direct state control over 


mines. It also indicated to the government that the objectiv 
concerning ivorking conditions cannot be achiovad without 
making the ownarsliip of the coal industry change hands. 

The experience with price control and subsequent 
decdritrol. highlighted the, dilemmas facing policy-makers. 

For one thing, as far as the problem of conservation of coal 
resources through scif^ntific -mining and stoppage of non- 
motallurgical use of coiling 00 al was concamed, the policy 
of uniform price,-; gradatlbn of coal, .'minor price differential 
and' limitations on theyoiitput of 'cb'kLng. coal could not prove 
effective. It is often .s.ug.gQstGd that by introducing price 
differential in favour of coking, c&al, its demand could have 
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been restrain i;id. This ploa ignores the Gffect of cost of 
prociucti on and supply side response of higher prices for 
coid.ng coal. In the absence of significant off- setting 
trends in cost of production, higher prices for motali-urgical 
coal would Improve its relative profitability. Even fbr 
non- metallurgical purposes, the. higher thermal value of 
superior grade coal will partially offset higher prices 
charged for it. Thus it is rather simplistic to presuami 
that a policy of liighor prices for coking coal would have 
served the interests of consarvation. In ^/iaw of x^;idespread 
malpractices, violation of safety and cons er'/ation laWs, 
one may iinderstand the reluctanao on the part of public authoi 
ties to grant price increases fully covering reported 
esc£jiations in cost. This was considered essential in order 
to curb profi tearing. As; the diroGt burden of such price 
hikes was to tell on public resources (following ffrom the 
prepondorato role of public sector in coal consumption) , 
even exp<&diGicy argued a caso for restrain on coalprics 
incrcasQ, 

AS we saw above, foliow’ing the Tariff Goianission 
rccoiijinGndation for an increase in coal prices, tho governrHint 
opeted for decontrol of coal .pilaas and distribution, 


« 
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infoi»mal control xvhich it ho 


aces and movement. 2 ie u 


sionopsonistic power could have effected the coal 


ction in tsim 


of tan dor in 


’oniform prices.' confronted th 


former with 


collusiv 


is seen above 


behaviour 


badly after decontrol. Thus decontrol could not ensure 
what It was Intended to by the government, viz., an easy 
price situation, liia other problems xuth respect to c oal 
industry also persisted x^ith increasing urgency in view 
of the graater importance acquired by the energy sector ai 
the balance of advantage moving in favour of coal vis-a-v: 
mineral oils. 


aop Oj. unis dilemina^ op 0 ratGci a iiumber of 

factor which made tlie policy makers increasingly concern 
about the coal industi^^. For one thing, the 'hil shock’ 
1973 and its persistence, argued a strong case "that off 
utilisation of domestic resources consequently remains a. 
desideratum for designing rational fuel polic^”^ The 
FuelPuMcy Committee maintaned that "the production of , 
will have to bo stopped -up from the level of 74 million • 


onnes 



J£2 

ill 1STO~71 to around 165 million tonnes in 1973-79. 

EVen if it is admitted, that the above ostiniates, based on 

"desired” levels of coal consumption, uv’ero over- ambitious 

and disregarded past trends and feasible levels of increase 
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in view of the historic experience. It is clear that 
hitherto 'unprocedantad increases in coal output, nocessi- 
ta tin g . huge investments clearly beyond the capacity of the 
existing private colliery owners became essential in view of 
the requlreinents of steel j energy and other sectors. 

According to the RBI's study team on finances for the coal 
Uidus fcry^ uho privsto soctor lookod upto ths govGriiiiiQrit 
and public agencies for the bulk of its investlble resources. 
Internal resources of the industry were unlikely to suffice 
for the ijurpose, as now mines with surface and non— too— deep 
Rilnung 'Were foreclosed lor the private sector, leaving out 
deep, scion ti fie j highly mechanised, c apital intensive mining 
in coalfields already under private control for the private 
sector under the Industrial JPol icy enunciated in 1956. 

liiw we«ii.Qiring of uhe linaxicial position of the coal mines 

; : "y U v' . ■ ' ' ' . y 166 

Can D seen in bhc linancial ratios of the larger ccal mines* 

lu becomes so serious that the coal mines were defaulting 

not only labour's dues but also statutory payments like 

y: -uv ly 366 : 

r-^yaluy paymcjnts to state go ve imaent^l , ■ 




Thus j past trondSj present prodicamont and future 
prospects of the coal industry alJ- indicated gloomy picture 
on accoi^it of the behaviour and capabilities of the private, 
soctopj as •well as the govemmont's inability to successfully 
dU'/icc -ond imploiiiant an adequate a^id visible schome of 
controls a^id regulations. The tortuous course of controls 


and the variety of stratogoms applied indiected a narrowing 
of options. It is unlikely that private oxciers v;ill 
ever voluntoor to surrender their control over any productive 
assets. Notwithstanding the range and severity of public 
controls, the main impact of such factors is felt on 



maintenance 


nd further investment 


oiircos are injected on very liberal terns in 
SOUQ* operation). However, such an impassoe 


an industry migh-b lik 


takeover, c-xcept on issues of compensation, future management 

set up and policies, prevention of consaqucjntial take-over of 

167 

inter- roilatod units ©tc. The evolution of controls 
ana groxc/th of the coal industry, as discussed above, seem 
to point to some, such porspoctivc. 


The above analysis indicates recourse to nation ali- 
as an extreme, measure of the last rtssort, which vas 
Si. tor armos t jjV ory, s top tumed out to be inadequate 
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and/or incffactlvo. This intorprctation is qiiite cliff^ront 

from thos G ■ into rpro tat ions wl^iich paint this stop oithcr on 

act by du fault or an act motivated by doctrinairo consirlcra- 
168 

tions. No doubt, the phaso of In dial politics followiag 

irom Gh'.„ split, of t^he congress in 1969 and the mas siv g .mandat g 

tho ruling party roc civ od on a seemingly progressive platform 

(aticas'G in rhotory and sklndoop, if not real and thorough 

going and also in the pa re opt ion of the masses, as roflc-ctod 

in voting behaviour) contributed its sham to tho decision 

to go in for take-over of the coal industry, particularly 

ill as far as pooplG like Ilimaramanglam iiroro catapulated 
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into positions of influence and/or authority. But tiiis 

cannot be an explanation related to the spocifics of the 

coal industry. Thaso factors, in other words, were ganeral 

an:d. applied to many other industrios. The choice, of coal 

did not soam to derive much from factors external to tho 

industry, unrclatad touts ova history, growth, structura 

"by fchs 2*u.li3i.:7 1} 

and prcdlcamcait, aiftor ail, a public commitment /axis tea 
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for nationaling the sugar industry, . a promise which 

remains unfuifiliad. But coal was taken over desplto the 
absence of any such prior political commitment. To me, 
this scums largdLy to d erivc from the factors discussed 

above, basicalLy, a choice' which was really a Hobson^s 
choice. 



' This does not, howovor, moan that there was any 

consensiis on the is sue of take-ovei’ of coal iniiiQS. The 

an.dLj'Sis of the growth . and avodeation of. thu coal industry, 

its puolic regulation 5 its structure and rGlstionship 

with other SGctors of tho aeon oiiiy shows that quite a few’’ 

divargent intorcSts wore associated with the course cf 

dGvclopiaGnt of tho coal industry. A basic roorganisation 

of its structure, as ontailad by nationalisation, was bound 

to effect these interests differently. A kiown furic tionary 

of the coal industry has attempted to identify various 

which were 

interests which were favourably and tboee/hostiloly inclined 
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towards nationalisation of the coal industry. 

According to him, there wore' some seven distinct 

groups who stood for nationalisation. These. wares 

(i) conservationists! (ii) ideological socialists^ 

(iii) woli-mcaning professionals saellng a rational order; 

(iv) national trade union leaders, in eluding militant, 

well-meaning workcr-looders in the field; (v) improverished 

worker in t he private sectorj who were denied their 

legitimate duos in terms of the Wage Board awards; (vi) 

G03B.pa.ro.ti V el y well-oif v/orKers in the organised sector, 

possioly soGiving further advancement, atjd (vii) careerists 

in the nationalised mines and managers in the private s-'ntors 
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looking for easy side- money. 
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He also counts largo private sgetor consumers of coalj 
tho State govGrnmcTits of. the States oarning .rovanuo from 
coal rojralty and the goiiGfal public "inspired by egalitarian 
slogans" among thu supporters of coal nationalisation, 
According to this analysis, the followin g six groups wore 
opposed to nationalisation, 

(1) uiior^gj nisod. and sumi- organised sector; (ii) mlddl6~ 
men operating with large margins between mines and consumers, 
thereby oarning inordinataly large profit (iii) members of 
numerous regulatory and service organisation of the 
Governmont who benofiud from the interaction of their 
orgaiiisation v/ith the private coal industry; (iv) local 
politicians and tra4G unibn leaders who benefited from the 
enormous amount of unaccounted money which the private sector 
of i.idustiy generated (v) senior member of the private- sector 
who received fabulously high salaries and perquisites, besides 
"ijhdcr the table" payments, which escaped taxation; and 
(vi) mc-nibors of tin, recuiting agencies, .such . as the Central 
Rocuritirig Organlaation, whose function was to provide the 
mines with sweated labour drawn from the noorost T-GP-lons of 
the country. 

Thus by going in for take-over, the balance of 
advantage oven in terms of power politics, s@Mms to have 
been appropriately taIcQn oaro of. It is on thQ;So grounds that 
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on^.; toncls to conclude 
iif the calculations of 


that there , was littlG doctrinaire basis 
' ■ " 174 oxistonce of 

the dccision-malcars, . In fact/ any 


doctrinoiro ideological coinrflltmont to nationalisation among 
the ruling groups and classes, in- India is aomothing which is 
quitj contrary to the class, character of the Indian State, 


It was, by aid large, a sector specific decision, based on 
operational considerations flowing from the structure end 
growth of the' industry on t ha one side and th© oxpurienca 


of controls and reg'-ilation on the other. 
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13, For oxamplo, Net Profits/Total Assets ratio of some important 
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Co. Ltd, 
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Oriented Coal 

Co, Ltd, 
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iliiiia rman g al am. op.cit.. 

■301 First Five 

ioar Plan, 


pp, sac- 386. 



123. 

Roport, COS, op .cit. , p 

.2a3. In 1950, 

the Railways 


oonsmimd 31.3 paremrit, stool, 13.6 porcont, power 
6.9 percent, colliorics thcmsolvcs 11.3 pcrcont of tho 
coal output, GOI. First Flvo Year Plan, New DcIItI, 
p.386, . Cheng GS in tho use pa'ttarn of coal indicate 
thu transformation which in dust rliul structura in India 
unciorv/c-nt . to 1920, the major consumers of coal wore 
as follows, lute 7^, Cotton 6^, Iron 2% construction 2^, 
coal 14^1, othor 6/^. S^g P ap on dick H enn o r . 3 ri t is h 
Man aging Agoncias in tho Indian C»al Field, op.cit,. 
p. 182. ■ h" "■ e--; 


191. Gupta, ii.B.j op.ci t. p.64 . 

125. Ibid ., p. 15 says, . ”:Tho behaviour of this cycle (six) 

■ Pattern can bos't be illustrated by -cha fact that tho 
average price of Bengal and Bihar Coals, which wore 
3s. 3. 12 as per tone in 1911, rose to Ife, 14.10 as in 1922, 
dropped again to Rs.6.5 as in 1926 and still down to 
Pf.3.5 as in 1936, but. recovered dramatically again in 
1948”, idso Souvenir, op.ci t. , pp, 27-31. 


126. According to Indian Minerals Year Book , in 1976, these 
States produced about §2.4’ percent of total coal. 




127. 


128 . 


Op® c i ■< 


Workin g Group Report j 

b ..igin din g . o f go, a 1 ininih'g 


p . i;35 


13 VO bean hi 


.. i i-a 


ti .q£.cit , 




Tnorc w.r«' no mining 


iiJrtC j 

and ad hoc 
by Papondi , , 

or go'/u rnrami t control of mining operations. 
man. •uncertainly about the ov/nership of min 
royali'uios, o tc. ”, p. 166» , 


The 


un: 




i WtC.. 




Ther- ■■eos 
ig ri.'rlTl-s, 


There wore 417 ooint stoeic eompaniOvS at work u;. 1973-73 
\ilth. a paid up capital of Ps, 26€,54: crorcs. Statement 
ko,8,4 in Statistics ol Mines in Indla^ Vol.I, Goal, 
1971, IcaiS, Dhanbad. Many of this o compani os wore 
managed undvr managing agency arrangoniGnts 'ontil this 


^ b 

sys tom was do no aim} 
monrion may b'.,; made 


with* idnong lo reign coapaniGS 
of Jassop & Co, 


Honga-i ocaj 

id Tradii'ig; ( 


Co.. 


Equi t abl-- coal.ee., nss ara Railways and Trad ii'i g Co , , etc. 

For an i.idopth account of the Managing hgoncy of iiidrew 
iulo, the biggest one controlling coalj See, Papendick, 

H. op.cit. Ho shows that “From 1890 to 1920, the number 
of puDiic iiaitod companies in mining in Bengal grew 
from 6 to 227, their nominal capital increased from 
55 to almost 87 million Rapees, The average capital par 
company s^ik from 9 laidis of Rupees to 3.5 lal-dis” p,l*84 
(emphasis added). The doniinance of large units can bG soon 
from the case of Bengal Goal Company Set up in 18:^, 

■'vhich took over many coal fioi.ds and remained the 
largest private company until 1973, ibid. , P,174. 


129. According to the CommittCG on the -=inialgamating of 
collieries, op.cit ,... each viable unit should produc 
at least 10,000 tohrics per month and comprise abcei' 
. „ .100 acres of coal b.earing area. 


130, Balwant Rai Mehta Gommitteo, op .cit . 

131, Rajiv iumar, op .cit . , p.758, 

132, Das, M. op.c it. » 31-5, while conceding the disabil: ties 
affecting sm^l mines, pleaded for them on account of 

' their contribution to production in a country where coal 
'■ occurred in many casos on the surface without nec .jss itat Ing 



1 


to;ar ■ givos for this in f ursn ca j 
of.'ii^ cv price policy witl: 
siTigli mimas, Hq cjiiotcs th;: ' 

Coni 


Hlport and the uauguxx 
Ruport for support. .How.-^cr, tho fomr r 


an ,: i:crins 
:nG , 

f-j'jq ,-. ,, 

“-n w s\ J 


4- J- ., . , 

Lu,i.li«L U b <•! U 


,-.--nl+ +4 " T.-' vv^i-, oux= j.ormt:r5 in the 

v55fLSi:p'^ talks of pho omorgonoo of 
■ao'n noi U -rh tppp''at0 sootor cogi oivnors" irhioh 
•" -p ' , I ~ ^ I a 1 r jf^:g cq sri:all own urs. soparstejv 
SSv?dln» “^Jrar^oTprioa inoroasos for 

prnhi', oolliorias ,wcro boaGHTTcH'^T^’lFlT^^ 

ridu^tril t?a*iBdotlons of tho siPlImoPt iST 
A^ndu^criQx Kuconstruc-ti.on Gorpor.«tion of TrdiC CCi 
,^hc arrears of P.f. during' tho^ps^fid of 
aahagtmoir. amounted to Es.s ororus", ms, M. lp.oit : 67 . 

i34 38 ab'cV'G. ‘ -.1. . • ’: 

pSI.^No??’. P-®8, our, dlsousslon earlier, 

'*■ UMi/l/toS dSif of pho'prlvato 

bed as imsatisfactprl"! Ivll =®b°t be desorl. 

137. Ibidi 


• « « 6 


ui3~riot regard 


"I^hat the govommont 

=r.i „p raUonsiasatioc of the, hdustry's 


■ stnic-h’,,- lo ". OX -nno indust 

pJSd. “ ^ffPObcant issue in the two decade: 


isB, ihid .. p.7g^. . ■ '■ "" 

a©r in I ndia, 

iiianbad 


Vol. 


-Coa l. 1975. 


140, pa-t a on e... 
in. Sta tistic 


Slactricity Machinery and E-'-'Dlo'-i v-— -- 4 

xii«-of jai^ X, Indio - ibS 7n> ‘’pTpi 
p«cit,. 7fi6. . ■ '~ U. 1 . 0 O 5 it-ujiv’ 




141. Marx. K. , has showi ho¥ neglect of Indispensable outlays, 
■ in coal mines in early nineteenth century English coal 
mines were operating at the expense of the labourers. 
(Noting contemporary reports he concludes that, ’’these 
human sacrifices are mostly due to the inordinate 
avarice of the; mine oivners. Very often they had only 
one shaft sunk, so that apart from ths lack of effective 
ventilation there was no escape were this shaft to 
become obstructed.” Capital . Vol.III, Progress. 

Moscow, 1971, p. 88. 


i42 . Op . cit . , pp .46-49 



146, Rajiv Kumar, op. cit . , p,766 


147,. Ibid . . p.765. 



148. Kumaramangalam. op . cit . , p.49, ”In mix January, 1973 all 
the traide union centres joined together in organising a 
general strike of mine workers behind the demand for 
nationalisation of all mines. The imperative need to 
secure a fair deal to labour became thus an important 
ground for the taking over of private collieries”, 
p,49.,. The role of labour in coal nationalisation was 
also, highlighted- by Indor jit Gupta, M.P,, in the debate 
over the Coal Nationalisation Bill in the Lok Sabha, 

See, Lok Sabha D.eh.at ,ea. Fifth Series, Vol.XXVIII, No. 56, 

May 14 1973, Cols. 76-83. 




GOI, Fourth Five 
Production of Coal 


During 'the ■ Second Plan, the public sector production 
tar. get was 16 million ions but actual production was 
10.58 million tons only. See, Report of the Estimates 
Committee (33rd) 1962-63 para 3. Daring the Third Plan 
the production target was revised domwa.rds from 97 
million tons to about 90 million tons. Against the 
original NCDC target of 30,5 million tons, actual 
production was about 9,7, million tons, only. Against 


- 90 - 


the. planned opening of 27 new collierios, only to 
16 could "be opened and oi;.ring to slump. 7' collieries 
were closed down, Rey)ort of the Committee on Public 
Unde rta king . 1967-^68 . 

152, Roport of 33rd Estimates Committee, op . cit . , 

153, Fourth Five Year Plan , op. cit .. p.273 

154, The IMP Report for 1973, op . cit . . states, "coal 
production in the private sector had shorn an upi-rard 
trend year after yaar and had always exceeded the 
overall dem-and in the country. The unprocedentod 
accumulations of coal stock at the pit-head of the 
coal mines had boen increasing which was indicative of 
the fact that the industry never spared any efforts to 
keep the output at an increasing level'i pp. 10-11. On 
top of this, there was large-scale unreported production 
by private collieries - See Eumarmangalam, op . cit . , 

P*56, Statesman . 16-4-1974, quoted in Das, M. cp.ci t. . 
p.77. 

155, lis indicated by the Chairman, Fuel Policy Committee, 
1972, as quoted by Kumarmangalam, op. cit . . p,41 

166. Ibid . ^ 

157, Quoted by Das, ,M, op.cit .. p.52 

158. As Shri Kumarmangalam told the Lpk Sabba "Unf':frtunately 

all the steps that have: taken-ovGr^these years 

were of no valuer they took us nowhere at all." 
Ultimately it became obvious that we must go forward to 
nationalise the coking coal mines. If anything, we 
have delayed this fa% too long". lok Sabha Debates, 
■QP..t.P.l.fe . , 36. One can, sea how f acdlc it is to ascribe 
the so-called ideological raotivation to the act of 

nationalisation and to the role of Shri 
Kumarmangalam in particular, as was done by Rajiv Kumar 
aSjLSil.j others. Also Kumarmangalam, op .cit . . 
pp. 38-39. 


159, 

Second Five Year Plan. op. cit. 

, Caiapter r/III, p.376. 

160. 

Kumarmangalam. op . cit. p.48 . v ; 


161. 

As quoted in Kumarmangalam, 




! 

I 



9-1 


162. 

Ibid. '□,41 , • 


163. 

Ra.1 iv Kumar , oj^clt . , 


164, 

As cited ©arlier. 


165. 

As cited earlier, ' 


166. 

See Kumarmangalam, op, cit,, pp, -'4:4-45. 
OP. cit.. pp. 55-58. 

iilso, Das,. M, 

167. 

As can be seen in tho strategy to face 
of coal mine s outline-d in. IMF ’ s annual 

tho take-over 
report, op .cit 


168,, Rajiv Knmar. op. cit ,. Gupta, OD,cit ,„ DaS; Me 

ot3 cit e , participating in the debate on Coking Coal 
lationall£5at ion Bill Sbri Knmarinangalam said The 
nationalisation of the coking coal mines has been 
proposed bas ically and fundamen tally with a view to 
augment the sappl 7 of coking coa.L and to meet tho 
growing requiremonts of the iron and steel industry” o 
O P .s cit , . p,>37, Ls the then Prime Minister said in the 
coiirso of Parliamentary debate in 1972 /"Me shall not 
hesitate, to nationalise any unit or industry when 
there is evidence that it is being managed to the 
detriment of the national interest. That is why wo 
took over the management ..of certain coking coal" mines 
and of copper,”. Quot-od in a Lok Sabha debates by the 
Minister for ■jfc.dus-' rial Development. Lok Sabh a Debates. 
1972. ' Vol.U; iro-,43. Collumns 203 and 264, “Effti’cT,”"'' 

• in the Same Speech, it was maintained that "Nationali- 
sation is one. amongst many instruments at the disposal 
. of ' government to end concentration of economic power 
in private hands., and we resort to it after a carofuT 
assessment of the efficacy of the other, instruren^s 
available' in a given situation" , Ibi^, It comes out 
clearly from the nbove ' that it was not a do'ctrinalre 
decision but a measure of last resort, which was not 

■ expected to have direct, immediatf' 1 prnp<^-^;“rjnal 

systemic implications. ' ■ - 

169. ..See 'Frankel, P.R, -”In(lia.bs.^_Political Sconomy- 1047-.1Q77 
■' , . Delhi, OUP , \978.. pp..344-3Ml5Tr%apterto’on the 

■ ...Co^igpss- split and the-.' Radical! sat ion of Indian P-olitics- 
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170. The Su'd j acts Gemsi'ctee of the luling Cor^ress adoptol a 
resolution on 28th Docemher, 19^9 recominGnding to the 
GoverhmGnt the nationalisation of ‘the sugar industry 

in U.P, ( Tlmos o f I ndia Borahay, 29 Decamherj. 1969j 
’ p.l). It was on“l9tTrTecemher confirmed.’ by -che' plenary 
session of the AICC, The Suhoects fommittee resolution, 
said "In Uttar Pradesh the private sugar mills are run 
on uneconomic and inefficient lines xd-th depleted y 
machinery,, and tbs omers of the private sugar mills 
' continue to exploit the agriculturists of U^P.' • This 
has also become a hurdle in the growth of the State." 
"This session is of the opinion that the private sugar 
mills of U.P, should be taken over by the Government 
xfithout delay". . ( Timos of India, Bombay. 30 Dec. 1969), , 

171. Kumarmangalam, J.G, , ’Coal Nationalisation. Ln 
Analvtlcsl Survey" in State Enterprise , Vol.I, No.^2j- 

Apr 11- June 5 1982, p.l67, A-lso Lok Sabha Debates , on.cit , , 
Shrl KumarmangalamM,sald,"^e,-] 5 ad to face the opposition 
of the most powerful vested interests in the coking 
coal' mines and even now the mlne-owh.ers, commission 
ag ent s , lath ia. Is ( tough s ) and- o th er ve st ed ‘ intbre st s , 
are putting any number of obstacles in duroteys" . 

P438, 

172. ^marmangalam, J-.G, ondcit . 

173. iMd. pp. 167-168, 

174. Kumarmangalam . J ,G . " Goal Na t lonal i sat ion , An Analyt i ca 1 

Survey," in State Bnterririse . on .cit . . Ef , It Is 
believed tUat; the Prime Minister -was: finally convinced 
of the rationale of -nationalisation when a. top executive 
of a xvell-known private coal company gave his personal 
opinion in .favour of nationalisation. Das, M. ou.cit , . 
p ,49 , quoting Kewal ¥erma in Financial Exnre ss . 1 4 Feb . 
1973. . ■■■■ ■. ^ 



auction of Coal During 1960-61 to 1973-74 (FicrureS' in million Tonnes) 
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iitnnual Allotmerit of B. 'lAl-agons for Carrying 
Coal and Coal Stocks 


Year 

Annual iillotment 
Wagons - ' ■ 

(Million) 

of stock 
(Million 
Tonnes) 

Sto cks P e 2* cent 
Production 

1954 

1.17 

2.83 

7.70 

1955 

1.19 

3.6j: ■» -:«> 

9o53 

1956 

lc26 

2,95 ♦ 

7o48 

1957 

1.35 

4.08 

9,38 

1958 

1.44 

. 3.29 *. 

7.26 

1959 

1.48 

4’.13- 

8.78 

1960 

1o63 

5,05 

9,75 

1961 

1.78 

4,55 

00 

1962 

1.90 

t t‘ 

6.48 

8.90 

1963 

2.07 

■ 7412 ^ 

H 

O 

0) 

1964 

1.97 

' ko5 ^ 

9.45^ 

. 1965 

2.15 

5,95 

8.62 

1966 

"o;- 2.13: ; 

8.14 

11,54;/ 

1967 

2.16 

'Y,24 :: ^ • 

10.18 

1968 

2.25 

7,66 

10,22 


Source; 1. Wagon figure from the 
4 7/: ;Cohtrd 

office of Coal 


2. Souvenir 5 icm, on.clt .. pp .69-60. ^forked 
out by deducting despatch plus export from 
the production figure s« 



96- 


Year 

1954 


Table 


Daily Average i 


iii-X 


II 

lot merit 


(B.G, Magons) 


Number of Wa.:Tn-n^ - 
3208 


1955 

1956 

1957 

1958 

1959 

1960 

1961 

1962 

1963 


3251 

3446 

3694 

3934 

4043 

4465 

4877 

5196 

5675 


1964 

1965 

1966 

1967 

1968 

1969 


5399 

5884 

5841 

5917 

6186 

6520 


■■■''Oi'mal Carryins' capacity of* a 

^ ■ X Y r a broad gauge wagon is 22,4 to 

Source s GOI, Miniq^rx- n-p o4- t ■ , , 

Stai lsllS'r Provision &al 
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Size Distribution of Coal-mines by Amount of Production 
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Size Distribution of Coal-»mlnes by Amount of Production 


tl o 

KS 'H 
CM43 
o !> q 

> I 

I> o 
>, ^ 
jH r*l & 

£0 

o 

C>#-v 

o I • 

00 I 

X!0>W 

E-iH 



Sourco8 Indian Minorals Yoar Book (Various Issuos) 
( imian Bm*oau or Minos) 


Ccn 3 urn r (} 0 o d s In c'i n tx‘ J i n I n dl s 
— 1 jli 6 Gssg of Toxfil 0 S, 

- KiavL^iL NAYA?I KABHA - 

Nationalisation of about a quarter of tbe 
t'Astile industry in India is a unique case of 
extension of State omership and cSii'act control 
to one of the oldestj major consumer goods industries 
in India. That such a major decision was made in 
the early 1970s by waj-' of an inh~r~nt ^-nctension of 
the battery of regulatory and drVelopiTisnt measures 
operating for a long period but T^ithout either a 
preceding or subsequent conscious and planned 
preference for a more direct and drabtlc policy 
course like nationalisation highlights some a^acts 
of the political economy of the day (the crisis of 
and conflict litiain the ruling party around that time) 
and of the policy processes in a developing market 
economy with a strong stats parti cip a ta. on. 
NatioiiBlisation becomeSj in certain cases a culmination 
of conventional, policy measures when they get caught 
in a web of contrary pulls in ^ multi- go aly ad hoc 
policy frame. It also comes handy for demonstrating 
what is called a left of centre policy stance when 



iL 


political hegemony is liotlj;^ pursued by various 

conservative and lib-.ral political streaiss. rihat 

is not generally reccgnisedj hO'»Jev -r^ is that 

given a degree of seL f- confi dencsj the capita].! sts 

do not always and necessarily^ treat ev cry 'r ^-1 ative 

ex tension of publi c sector by nisans cf takvS-ov '-■'■cs 

(as against ab sol u te exp an si on by means of fresh 

a* S , 

p ubl i c i n V 0 s hn en t) an^an a tli em a an d unirii ti g a t e d 
disaster. On the contrary.^ they may even opt for i t^ 
as •die talc e- over of sick textile mills shows. It 
appears that -fc he capitalists in their co llectivity 
may adopt a more favourable ( or j less hostile)^ 
attitude towards partial nationallSa-tion than the 
individual capitalist direc tly affected by such 
a transfer of productive property. 

In the present exercise dealing vd. th various 
a^ects of pur'tial na'tionaliSa'tLon of the textile 
industry^ we begin wi ■th, (Section I) by examining 
various legal processes^ t.u’ms' and. conditions 
defining both formal and substantiv e^i^yf'cl^^ons 
of the mov e. 

In order to attampt to understand 'tie forces... 
and factors which brought ■ about a quail tati.v e, change 
in the choice of instruments of State Intervention 

« • » « * 3 / 


3 


in the textile Indus try, we propose to give a very 
brief account of the trends^ performance- and 
problems of the textile industry during period 
of our study in the folloidng section (II), 

Hien^ in Section III, ws attempt an analysis of 


vaj 


'ious policy restooiises to the problfnis of the 


textile industry in the light of tee cho 


an policy 


objsctivss. It is in fcis manner that we would like 
to examine our hypo tin nsis that nationalisation is 
tried as a measure of last resort when otier remc-dies 
fail to produce satisfnctcry results and that it is 
attempted in a manner in i.'ihi ch it causes the least 
harm or injury to the sj/stem of private enterprise. 

It also rejmains to be seen vjhether such take-over 
are r ■■•la ted to the sector or industry specific 
objectives and/or. to ..broad, overall objec1iV'=s of 
public policy. 
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(3) 


: wiiunt 

of 

tb. 

n Gov 

of nmeiit . 

The 


uncn-i'ta.dngs under tat it.Go 

National. Tnxtila Corporation was appointv,d ..s the Custodian 

an Cantral of th 43 uiid taidngs. By bhis Gimn, 57 

t jxtilo niills had o jon bi-ou.ght und..r govarnm-mtal mancig rr .nt 

in torms the provisions of industii- l Dovolopmont and 

(3) 

Kiguldtion Act 1951, In ordor to itan.G.ge the, afft.irs of 
sick toxtil^' iiiills tak :;n ov -r by tho Govorniyunt,- -th% 

\T 


ailonal CorporD,tion (.I'^TG) . was -incorpora in 

(4) 

April 19oC ,.In all, 103 textile under taldngs ware being 
iuanagad by fch-a NTC in 1972, These 103 Government managed 
textile mills worn luitionalisod in terms of the Sick 
ToGctile UndortaKing (Neitionalisation A<!-t) 1974 with 








) 


U v/-i- 


:_.fiocti iTi’oiii Istj April Iy74, LiiH'^r oiij inc-iiicj ..j .•. 

Laxrni Ra’^'can Co'CGon Mills and Atiiarton v/cst Cotton alias j 

.Kanpur wai . 3 taken over by tno Govornm-int in July lajo, to 

which in Api'i! 1978, wax a add', d tha inaniiCfflont of six ::.o_n 

mills belonging to tha Swadash'- Group. Thus rTC cams 

controls and raahag^.s 103 toxtil j mills wnilo the numo-. r ci 

units under its inanagomont is 111, 

Tu-o total installed capacity of those 111 mills in 

January 1980 v;as 3,2 million spindl=. s and 47.73 thousand 

.looms accounting for about 16 p:,rc...nt of spinalo.::- g-> and 

23 porcont of the looraage of the cotton textile industry. 

Total employment in those mills is of about 2 lakh p-.,rsons 

while its authorisod and p^^id up cauital nTGT.x Is. 185 croi’cs 

■ (7) 

and Po. 148,48 crores rospectivoly . 

The 1972 management take-over wtis officially st'‘t.:d 
to servo the purpose of rehajilitation of th.3 units f or 
maintaining production and ..:mployra.„nt and to onstise 
'distribution at fair prlcv.-s of choo.por varicti.s of dldtS'i 
It wont on to s;dd that those tasks.: "could not bo under taken 
or .. any of the existing . statutory provisions' .' It sho'us 
how managumont take ovv-r was davisod as a, policy measure 
when other ...xisting, loss' stringent mioasurns could not mak 
private ontorprisc fulfil assontial social tasks axpoctod 
of a mass consumption goods industry,- 

The Nationalization Act of 1974 was onr.ct-.d with a 
vj,uw "to rcorgcanising and rohabilitv.ting such Sick Textile 
Undcrt.ald.ngs so as to subserve the interest of tho g...n='ral 





public by tho augmentation of t’ac production 


and distribution. 


at fair prices, of diff rr-.nt va.riu,tias of clotas and yarn taid 

(9) 

for mc.tturs connuctod thnro 'trlt'a or incid'ntal thereto’. 

Rs. 39. 1813 

The Act propld'd for th:.. payment ofy-.j^-- croros bo the owiivi-s 
of thaso 1.03 iiiills viiich was sp.JcifiL.d in absolute ta.:rms for 
each toxtilo; undartal-d-iig. For tha t.'xtil-.. und-rtalangs 
acquirod und:.r‘tho IDIUi 1051, thura was a provisionr. for 
payment of an additional amount by way of manag.,m,.nt 
compais.ation for the period for vmich th^: managGm.nt of 
thaso undertakings , vested ill the Gviitr..! Govemmant. A numbi. r 
of liabilities of the Sick Textile Underrukings prior to ihe 


appointed day continuod to apply to the former owners of the 

und-.jrtaid.ng. The paiymcnts were ’to be made through the agency 

of a Gooiriissioners of Payments appointed for this purpose. 

The former ovrners were- to rvc-eivc only such moneys as are 

left in balance after m-.oting the liabilities specified in 

the Ac-t-,-. Sinc‘.., the ownarsbi-p ti.ulos of a niimber of Sick 

Mils were not very clear the Coraraissioners of Paym.jnts 

-w-er.p jMl-iuired to dir-.:.ctiv'- .? form the competent courts 

( 10 ) 

in. the matter. 


The Bill Wwis pu-issed. by th«j ^^arliament and b,.fcame a 

lcU^^ aft.jr it received tho assent of the President on D^ecamb‘.,.r 
( 11 ) 

21, 1974. . The Corporation controlling the natiorralisod 
segment of the tektilQ. industry- cam- to look after 
one-fourth of the output of the . organ! s^ui mill sector, 
though the productive equipment of most of the mills in its 


■ ' <• 



-t- 


( 12 ) 


C L lei X* S U 


■(Xti-Ciiijly vo2‘n-ouo r.rid .d 


One of tU- 


raajor t=.^sk3 of the NTG Wj.e r jhnbilitatioii, r^^novatio-i (nia 

mod-.jrni3;),tion, Tho plans for inodinniisaeioil'^STG.' .i::'p(.;Cbect t: 

cost I(S,250 cror>.,3, to b-..- obtain -d bv nr -(-ns of buGgotrry 

(13) 

support -uid IDBI iji soft lorai- sen. ;ma. Tha ITTC Eiillo .. 


given thu bulk of the rosponslDility for tli i production of 

(14) 

controlled cloth and "soil it :rt 1‘J3 g Gacni cost priCv". 

In lu30 controll'::d cloth production by NTG camr; to ov..:r 37/* 
of total controlled cloth production, wliiln th/ NTG control; 


only 23 p.nc-cont of toti.l looms, 
Tho toxtil.. Indus trv saw 


big change froro simpl 


administrative int-:;rv.,xitions to chango in the ov.n-.rship 

pittorn for Its siaoable parts. WLiilo one group of mills 

ware brought umd.,'/ public rri'niagsm-.'.nu in taanas of the 

(13) 

Industrial Dovalopra:;nt and Regulation Act , another group 
underuont th-.; samo Gxpcri. iic in 1972 uhun the t-.,xtilo 
crisis rv.ncu-’d a flush point I'nd forced i-rmr.'goiriOnt talo.- 
ovor pending nation-alisation. In 19743 tho legal process 
of n/-.tionalis.;.,tion of 103 tGuatil-. jaills was compl....t :d, 

mills cam to 

Is. 1.38 lakhs pen unnura, and w.- s considorwd big sorm. II.P.S 

( 16 ) 

as no'Ghing out gratis or bonus, 1,3 particular'-ly in view of 

susp nition of th^j l-;gal privileges and protection in terras 

of Industrial disputes Act vind Lliniraum Wv^g-.s Act availabl':: 

to tne worxors prior to Gr/insfor of msinagamcjnt to tii^ 

. (17) 

Governmont? body. Thus, tha taka-ovur aff-.<cteid in ord .r 



.8. 


i it 

'Was ofi'ici.: 
lly claiiieci j 

tiiaG aooiiij 

a lakh of 
jobs’ wora to' 


"to oVcrcoa-o fall in production ".nd rjoultant 


• ow..,a'no jao-uori 


onditions./Jir.: corns on voiich :n.: form.n; oi'.mor 


ii'-O n-Ji ■ w---,’ i. j.UiijO Uj. V't':.,;, .‘a, 


0. It 


Wlici v/orlaiif 


iD V-;. j. 


savaap lu 
was point ad 

Ool'C b i ml 

only .wo . . 

t« l>OLl:3 ■'.WliCi 

worfers • 

pad _ in 26 
•liiiils GaO'- 
ssd at tha 
of 


ta for.pot: t^.v-ir tox’til^' intoinsts could not bo considoi’cd 
unf vourablo. Oh th-. contioiryj to : lib.,r :1 r.ttitud ■ loLth 
which coiapons.-’.tang dicounts wor.’ fixod c.-ni bu S’:::on in giving 
largo suns to ovon ta- coiapanios whoso sharv. values had 


ached a high 


iijfv-.tivo lv'V-1 


lira iiSc’.nr' jahi Mill of 


Warangal raid indiscrininato natur .. of tiios..; poyiii nts csi.n 


and^thus* soon in awarding liberal sarv ;S to "Imotni crooks" who 

total atiijlo-,, v'. , 0 . 

ymt-int prot-- aany ocono.rac off .nc s", 

cted could i, _ . , , 

not have nor...: over, largo: inv.stnnirGs of puDlic fUnds nad born 

oxc.n-sdodClh) , . , . x.. 

30 t nous and to nst^ro the 57 units tan-.-n over prior to tne 1^72 

^ 2 0 ) 

net to a stogo of profitable operations, Idditionally, 
for the 46 rrills takan-ovo.r in terns of the irct3Rs.lO.55 
croros of public r^:sourc’v>s ho-d to bo provicl..;cl for wrorld.ng 
capittl, Bs.77,06 croros for nod' vnii sat ion and 13.2,65 croros 


( 21 ) 


for r .couoing losses. 


The policy of Statv., tako;-ov..r of badly nanagodj sick 
and closed Ui’iits, as operationalised in the ceno of textile 
liiills, has to be und.rstood, among other factors, by neaiis 
of terns oh wiiich the transfer took plico, the .■ Timer in 
which laboui", capital and the state were affected by these 
t-iiiis and the finv.ncial and:- other-- responsibiliti-as which 
devolved on the gov-:..rnnent fpllovring. the tako-ovors. Whon 
such ..ispucts of the take-over procv.ss ar r kept in view, 





it may bcicorriu possible to approci.ite \vLiy the Bonb.ay lall 
owner’s association j in its memorandtu'i address wd to the 
government in October 1951 in connection vata the chaiiyes 
iaade in the Industrual Dov.,.lopnunt and Re^gulation Bill by 
the second Select CoLiiaittoG , suggv,st^d that a "misr_ianaged 
unit of a schoduled industry should not bo given to "any 

m 

person" or "any body of persons" for efficient nara-.gam^ait 
but should be takonyover by the govarnn'..nt itself or handv ;d 
over to "an au thor ised, I ndeuondont body proxn-ously f ornod 
and announced , The preferanco by private sector of govern- 
mont take-over either directly or by means of a corporation 
as compared to transfers and/or .lergors vrithin the private 
sector apparently has something to do with the Liann-r rjid 
terns of affecting siich. a transfer, tho n''turG of subsequent 
oanagem.nt, etc, and at a more basic level to the vorj* 
character of tho state. Our discussion about policy 
options to take-over of various t-ixtile units has to ri.ckon 
with thu fact that instuad of opposition or apathy to 
governiaent take-over of mismanaged, sick or closed units, 

\<!Q find an express piajference for state take-over by a 
ropivsontutivo association of r-iill-owncrs. 

In order to attempt to understand the forces and 
factors which brought about a qualitative change in the 
choice of instruments of Statu intornention In the toxtilo 
industry, wo propose to give a, very brief account of the 
trends, performance and problems of the toxtilp industry 
during the .period of our study in tho follomng soctiondl). 


Tlion, in Section III} wo att.jnpt an analysis of various 
policy responses to the problcns' of tho t e-ctilc industry 
in tho light of the chosen policy objectives. It is in 
this nannor that vg would, liku to jxaiain:.' our hypothesis 
that nationalisation is tri.ju as a n^.asuro of last resort 
when other renedics fail to' produce satisf actor37- results 
and that it is attoaptod in a nannor in whicii it causes 
tho loast ham or injur-y to tho syston of private ontorprisu. 
It also remains . to bo soon whether such take-over are 
rolatod to tho sector or industry specific objectives and/or 




to broad} overall objectives of public policy. 

That the textile industry had grovm considerably 

during the British Raj can bo seen from the fact that in 

1947 there wore as i.iany as 423 cotton textile raills in the 

country with 10,35 laillion spindles acid 2,02 lakh loons, 

(23) 

giving on .an average cmploynont to 4,88 |.akh workers. 

Despite, efforts for post-war rehabilitation a short 

period of , decontrol .in 1948 and dislocation caused by the 

(24) 

partition of the country, . thoro was a mrginal growth in 
the industry as the number of nills increased to 44Sj giving 
a production of 4076 ni 111 on yards of cloth and 1304 ni Hi on 

' ^ (25)' ■// V: 

pounds of yarn While tho n’.iiaber of spindles increased to 
11,24 millions the nui.iber .of looias installed wont down to 


2,01 lakhs as tho govarnment "has been reluctant to allow 

any . balancing of new spindles mth looras" on tho ground 

that tho handloore sector needed protection f orm' "cxC'-'-ssive 
(26) , 





At thti tino of thu boginning of thu First Fivo I ;nr 

Pltin, i'oills producod 78,6 pc.rcont of totul clotLi proc-uotion, 

whilo 3 nillion liandloor.is .'ind 23,000 powarlooins proe.ucoa the 
(27) 
rest. 

Tho industry, gonornlly ixtnagjd under thu rinnaging 
aguncy systori, ■ saw tho phunoconon of repine u.o nt of nnnt.gU" 
Licnts since tho end of the ¥nr to such naiiagOi.r..;nts which 
"in suvural casos haci no axperi uncu of any industrj^, least 
of all of the Qxperience of the textile industry, " as 

i -dl ) 

result of wl;TLich"both production and quality ha an; suffervud. 

Those switch-overs to n^w mo.naguLients seuiu to r-.lnto 

to tho dividends policy followed by the cotton i.iill industry 

during and after the War. Despit.., warning ag.ainst rep:.-e.t 

of the ' story v/itnessed during the ^irst ¥ar of frittering 

away profits in the form of liberal dividends, "large 

dividends vjoru d.j dared during these years of abnornal 
(29) 

profits". 

The strain of war tine production had left the 
lacichinery and equipment of the industry in -a very poor 
shape. About 90 percent of the machinery was more than 
25 years bid and has been workod.nultiplo sidfts^^ even 

absolute machinery installed prior to 1910 could •be found 

^ e yd 

in the mils. During the post-war period the supply of 
now macEiinery has not been plentiful, prices of naehinery 
wont up approximately throe times, and deliveries were 
extended over long periods. Few loills had adequate reservjs 


-i2- 


(3j-) 


Tha overfall 


or rosourc'us for installing n.:w oqnipnon't, 

situation of the industry nay well bw s-^ori in the nssussra:nt 

of tliQ overall position of tliu industry given in tho official 

historjr by the lill.XOT'aaO'rsf Association of Boubay, "At tho 

coL'j-.oncai.icnt of the First Plan, lyol-dS, the industry was 

saddled with as nay as 150 uncconoidc units. Many of than 

(32) 

had gone out of production long boforo that period. The 

situation bucaDu still bleaker as the industrialists hold 

the view that it is not possible at this stage 'to got nox-; 

capital inv».st-d in the industry for purpose of renovation - 

(33) 

or rohabilitation. 


W hat was required at the boigirming of the First 

Plan was a recognition of the weak tectoical, managerial 

and financial position of the textile industry. The worling 

party had suggested that a lieiitation should be placed on , 

the distribution of dividv.nds and raising of invwstiblc 

(34) 

resources for ronovating textile industry. 

' Each plan had set up production target for tho 
cotton mill industry. Table 1 shows the plan targets and 
achievoLicnts the First Five Year Plan to the Fifth 

one. Except for tho First Plan, wh^n the targ...ts were 
exceeded, actual production f-oll short of tho targets in 
all the oth.,^r pians. As we see below, this reflects tho 
negative growth rate of minus 0,11 percent experienced by 
cotton mill industry over the xeeriod 1950-1980. (TablG2) 

It also shows the change in the relative shares of the 
organised, large-scale and decuntralisod l;xandlOom and 
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poworlooiii sogncnt of cotton tostilo production, hs can Cw 
scon from Table 3^ ttiu share of production d.;clin-d 

froiii about four fifths of the total in 1951 to about two 
fifths in 1980. In 1974/ at the tine of final nationalisa- 
tion of 103 Liills, the share of the mill segnent had cone 


dovm to about 52 porcent. 

We can see the behaviour of sono other indiCc.tors of 


the purfornanco of the cotton i-iill industry in Table 2, 

Wvi see that yarn output showed a trend rates of growth of 
about 3 p'-^rcent over the period 1950-80^ the rato being 
faster during 1971-80 i at over 4 porc^jiit, and rather low 
(about ono porcont) during the sixties. The conp os.itional 


change in the structure of cotton industry in India in 
favour of the hendloon and poworloom sognonts required a 
fast enough rate of growth of cotton yarn production. 

Ihe fact that while tha nui^ber of looms installed in the 


organised segment increasud only marginally from 1,95 lakh 

iO':,;,.:.':; 

in 1951 to 2,05!(.loom in 1974 (and remained nearly stagnant 

(35) 

till about thci end of the Fifth Plan), but the numbor of 
sr^indlGs incroasod sharply from 11 million in 1951 to 


18,14 milliom in 1974 and fell marginally short ■ of double 

the 1951 level (at over 2b .million), aft ho end of the fifth 
(3 6) was 

pla.n, Tnis^^K reflected in the relatively lower ratos of growth 
of mill cotton cloth coinpared to 'cotton yarn production. 


Prouuctivity indices likes output por loom^ output 
per spindlo, cloth output per worker show negative perforrim- 
nce (felo.2). Por the period 195 O-I 97 O 5 it can also bo se.n 


(4) Various Plan documonls 


-14- 



I " 
ItT'' 






rvial fixud 


that tha rate of grov/th of 
nogligiblo (0.04 porcont per annum), 
computations of Sastry, av-^rago rata 


capit£:l is al.acst 
^iccoi'ding to tii^ 
oi c-:-.p< ■ cr uy ut j-iX. u* 


ion over 1950-80 has bocn 30 p'-rCv,iit in weaving ana 86 

(37) 

porcont in spinning. 


The trends in production, capacity us;., capital 
formation and various producti^/ity indic.iS arc likely to af 
the profitability of tho industry, Tabl.:s 4i. and 45 s-a:.ir:ari 
the profitability porformanco of tlia cotton mill industry 


on the basis of- RBI studios on company financ-. s. One can 

notice tho following from those figur..jsj 

a) Over tho poriod 1951-52 to 1972-73, tho profitability 


has do dined. 


b) 


Though th<,.re has bc„n unsto 
ility, aft^r 1364-65, the p 


ady porfornanco of profitao- 
wrfornrmc'j fcis boeai poorc-r 


as compared to the -.arlior poriod 195i -64, 

c) Expect for minor exceptions tho profitability for all 
industries has boon higher tha« that for the cotton 
mill industry, 

d) During 1957-68 - 1959-60 and again during 1965-66 - 

1972-73, tho profitability ration showed rather low 
levels, ■ ■ 

An important aspect of the relatively faster grov.rth 
of thw ciecentr-rilisod s.gniont, leading to ruduced sharo of 
cotton inill production, is the rapid and marked growth of 
power looms, ns the table belox^r shows s- 
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TilBLE - II 


iJrvjlii'-i Verii-U i-y j. ii ♦ 

rrirn-rmT rTPC- 
J. iJjeV i. X J-jiiO 

IH irJDIn 

(in uercent 


1950-60 

1961-70 

1971-80 ' 1 

950-80 

1# Glotjii Oiitjp'u.'ti 

2.64 

-1.66 . 

0.15 

-0.11 

2, Yarn output 

3.64 

l.Oo 

4.12 

2.28 

3. Real value added 

0.03 

0.01 

- 

0.03+ 

4. Roal fixed capi’ual 

0.03 

0.04 

... 

0.04+ 

5* Output par loom 

2.27 

-2.25 

0.15 

-0.30 

6, Output per spindle 

1.23 

-2.21 

2.32 

-0.07 

7. Cloth output per ^ ot'wt 

0.60 

-0.09 

-1.31 

-0.23 

8. Harn output per worker 

2,50 

2.42 

1.90 

2,18 

9. Availability of cloth 
per- capita 

2.49* 

o 

f 

0.03 

0.23** 

10. Consumption of mill 
cloth por-capita 

-1.40* 

-4.25 

-1.67 

-2.40** 

11. PriCG index of cotton 
textiles 

2,49 

4,35 

».■ ... 

7,11 

5.00 

12, Price Index of cotton 
cloth 

3.17 

3.88 

7.33 

4.35 

13, Raw cotton price index 

-0.35 

7.80 

7.63 

5.74 

Growth rates are based 

on semi- 

-log tren 

equations . 



*= growth rate rolatos to 1951-60 
**= growth rato rolatos to 1951-80 
+= grov/th orat rolatos • to 1950-70 


Source J-Sastry, D,U. , ou, cit , , X)*10 







Yaar 

No. of lodi-i 
in coiaposit 
i.n. lis , 

s No. of power- 

a loons 

' (Lakhs) 

No . of 
liandlooEiS 

1942 

2,00 

0.12 

20 

1951 

1.95 

0.24 

28 

1963 

2,00 

1»46 

2S « S 

1974 

2.06 

3.10 

QO Q 1 

0 lOw' 


Source 2 Kulkarni, V.3,j op.cit , p,21o. 

Wtiilc the nuxiibor of looms in the composit.^ mills in 1974 
¥as practically tliu samo as in 1942 or margiiially iiigiiv;r 
than in 1951 j tho nuiabor of povcrloous- incia^ascd phijiion- 
cnally from 24 thousand in 1951 to 3.10 lakhs in 1974, an 
almost 13 fold incr-ir.se, Tho numbor of hnndlooms also 
incr>-'ascd but it could not ovun double during 1951-1974, 
iis ¥0 shall see below, this was partly result of dclib- 
orato policy as also of tho market rosponso to tho policy 
of fostering the growth of the d.jc«...ntraliSGd sector. The 
profitability of tlu' industry and tho rate of capit-al 
formation also procludwd tho possibility of a faster growth- 
in thu number of looms in tlio irall sogmont th;.ui tho ono 
oxporicncod. 

From tho social point of view, in addition to the 
indicators sf porformancu- discussed above, two furthor 
indicators not-U to bo oxaminod, viz,, por capita availci- 
bility of clorh omd tho groiAfth of umploynont in tho 
cottpn •i-iill industry, 

I'd' V: ''la.-,': ;.i' 



growuQ 01 onploynionb 
during 1951-1974* 


yQ:ar 

No. iictually eiiploywd 
(all shifts) (Lakhs) 

■ 1951 

7 •22 

1956 

7.89 

1961 

7,93 

1964 

8.31 

1966 

7,88 

1967 . 

7.39 

1968 

7.60 

1969 

7,40 

1970 

7.49 

1971 

7.19 

1972 

7.62 

1973 

7.84 

1974 

S.87 


Sour GO g Hand book of stat istics* op.cit p.77 and 
podar , op.cit . , P, 78. 

It can bo so^n tLiat t'no 'ooploymont in cotton mill 

sector was fluctuating botwoon 7 to 8 lakb workurs, -^s a 
result of tako-ovors employment improved in 1974. 

kvorago p-.r person availability of cotton cloth did 

not improve during the period 1950-1974. "yhilo in 1939 the 

por-capita availability of cotton cloth was 15.4 Liotrv.S 5 it 

dipped to 10.99 metros in 1951, the year when the planning 

fra began in this country. In 1956, the year marldnig the end 

of the First Plan, the consumption p6r head at 14.71 metres 


The following table shows thu 
in the cotton mill industry in India 
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was still bslow tba pr^-war luv..!. At tiiu beginning of 1 
third plan iii 196 I 5 tho off-tako par hoad stood at lo,9- 


notrcs, a slight i 


Liprovui:K:nt ovar tho 1939 lovol. In l9o9, 


when th: dolnyod fourth plan v/as startod, the ] 
availability was 15*60 laotras, Evon that *aodos’ 


;u (sic) 


could not bo naintainod at tho.' -nid of th'j plan in A 97 ^ 

when tlio availability of cloth pur huaci foil to 14,80, Ilia 

figure sho’^ai for tho year 1961 inculdus tb; par-capita 

availability of non-cotton fabrics also, vSo fair as cccton 

cloth is concornod, tho picture is gloor.iior still. As 

against the por-capita availability of 15,54 Eiutros in 

(38) 

1939, it was barely 12,88 notros in 1974, 


Despite low por-capita availability of cloth and 

its not inconsidorablo short fall frou the required li^vols 

(39) 

of cloth consumption , it cannot be said that the cotton 
I'.iill industry was operating in a 'solloShsaarket, Often it 
had to reckon lath sluggish market and inadequate market 
offtake of its production. The general price rise, partic- 
ularly in tho prices of foodgrains along 'with slower growth 

of agricultural incomes in comparison to -non-agri cultural one; 
former 

(with ll. . having higher incone elasticity of demand for 
i.iill cloth) reduced, and/or slowed down the growth of 
purchasing power in the hands of the masses and forced 
then^to^raake reductions in their customary purchases of 
cloth , Manviaado fibres ( a metre of such fabrics rQplac..s 
as many as ten metres of cott.on^cloth) also cr..ated. narkutin^ 
aiificoltios for cotton cloth, . The f.<;;ct that during the 



period 1961-1970 and 1971-1980 pricos of cotton iiiill cloth 
showed a trend rate of inert: as. of about 4 porcont and over 
7 percent j p.jrc..:nt respectively added to the sluggish dv;rac.,xid 
(Soo Table 2). Smuggling of synthetic cloth and the growth 
of a largo marlcot in second hand clothes in the ixaforital 
sect or. I' ' a. ’ ■ .r also contribut-ad 

to a fal>t in th: daraand for cloth (which fell in the 


aggr.-igatu at 0.5 percent annually end pcr-capita consumpt- 
ion declined at the rate of 2«5 porcv.nt .annually over 
(42) 

1951-72) . Thu size of stocks carrioci by the iTiills 
(S...U Table 5) gives an idea of the 'Markvting’ problem 
faced by the industry particularly of the likely magnitudo 
of .unsold stochs If cotton mill's production were not to 
decline. 

It can be seen that during the period 1957 to 1972, 
cloth stocks were generally ovv.^r 10 percent of the relevant 
year's production, and had been, in soiac yucxrs, as high as 
one-fifth of yearly production. Yarn stocks did not accumu- 
late to the saim.: extend and r.s'.rely C3!:ce'jd'.:d 3 percent of 
yearly production, 

Thu ovor-vlGW of the performance of the cotton tuxtil 
industry over the period 1950-1974 shows that the industry 
cannot surely bo consider'^d to have done well in torms of 
criteria like teclinical, financial^, marketing, growth, 
modernisation and innovations and meeting socia|. lobjectives. 
Given such aggr.,gativo picture of the performance of the 
industry, it is little itonder that a largo numhor of 
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individual Wills should bo facing acuto probl-nos and nr.'::;* 
may succmib to t Lie woight of those probloms. Tno;/ D', cc.r.io 
sick closod or roachod the v^rgo of closure and 

non- viability . It has boon roportod that at tho tiro., of 


the coinncnconioiit of tho first- plan, the industry was 

(43) 

saddled \n.th 150 uneconomic units, Tho Worlcing Group for 
tho Cotton Tuxtilo Industry, appoint -d by tho Nationacl 
Industrial Dovoloprunt Corporation in 1960, roportod that 
13 spinning mills and 26 composito mills woro totally 


closed in January 1960 and out of those 10 spinning and 

(44) 

10 composito mills wuro worth scrapping. 

This is not to sugg^-st that all tho mills woru in 

a bad shaps, "thoro are viable and prosperous mills in every 

part of tho country, but no textile region as a whole, 

howi^voriji old and deVo loped it nay bo, is in such a hanpy 
(45) 

position. As tho Maharashtra Cotton Toxtilo Conr-iitteo 

pointed out in 1967, there, r^cro units vdth a liigh 1 gv-j1 of 

efficiency and there wore particularly in mofusil areas”, 

which have j:-Oxmained almost axactly as they wo r^- established 

(46) 

fifty or sixty years ago. Even in terns of profit making, 
it was Soon that sono mills (like Victoria Mill >jhose 
profits so.arod by 300 porcent in 1974 over 1973, of Laxni 

Vishnu by 200 percent, of KoLiinoor Mill by 80 percent of 

: : .4 ■ : . ■ ■ (47) 

iiiabica Mills by 75 percent and Tata Mills by 50 purCv;nt) , 

The T-xtilc Reorganisation Corn'd tteG (1968) appointed by 

the Gujarat Government classified dha into three 

catogorius very weak units (to be scrapped) , marginal 
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(4S) 


units 

and units t 

hat possess 

sound i 

vUci. -i-m .. 

eit . 


Hov7t;-vc.r, t 

he overall 

perf oiTU; 

.ill CO of 

the te 

try could not be 

altered by 

c' si.iall 

nunibu,r 

of the 

modern 

, well-mana 

g,,d mills. 

Tai'd.ng i 

brocid 

view c 


span 1950 - 197 2 ^ 
1?>-xtilu industry s 
b i-; c on s i d r o cl on--^ 


an ..xaiainatlon of v; 
nows th’Ct tha poriod 
of oven p-.jrf ormanca j 


ii’ious tronds in tho 
of IS 50 to IS 64 can 
narkod by groa^th of 


output, por-capita .availability, unploynait, ate. Bv-...n 

¥it:h respect to capacity utilization and profitability, 

adverse performneo of soiao years could not nar the overall 

rucord. Stock accuinulation and ^.xport p>.:rf ornanco during 

(43) 

tliis period, could not keep up mth tn--j otn,.ir indicators. 

. Tho year 1964 iaarkud a turning point for the toxtilu 

industry. During the period 1964 to 1971, many rmportrint 

trends ebangod for the worse and it can Tvially ho called 

(50) 

the period of crisis. While’ Gnployment, capacity uso, 
pur- capita availability and profitability showed downward 
trends, exports .and inv^-ntory holdings remained stagnant. 
Cloth output from rai 11s rulso d'.-. dined from 4654 million 
metres in 1964 to 4245 million metros in 1972, mth still 
lowv.r lovol- being turned out in the procwding three y...ars. 
If stock accumulation did not go up, it could well be 
because, the output growth was not maintained aft.ir td 
heavy inventory level , of . 1967 , the year after which produc- 
tion continued- its doolining path leading to a reduction in 
inventory-holding. 


TABLE -lA 


Cotton Toxtilo Industry 
Profitability Ratios 
1951-52 to 1965-66 


Years 

Gross profits * 
AS per con tags 
of Sales. 

"Profits As 
porconta.go of 
Not Worth. 

1951-52 . 

9.0 

9,6 


(9.7) 


1955-55 

8.3 

9.6 


(10.3) 

(9.1) 

1957-58 

9.6 

13.8 


(10.3) 

(11.0) ' 

1958-59 

7.0 

7,7 


(9.9) 

(9.3) 

1959-60 

4.8 

1.2 


(9.4) 

(8.7) 

1960-61 

2.8 

1.2 


(8.0) 

(6.5) 

1964-65 

3.6 

0.3 


(8.6) 

(7.1) 

1965-66 

6.3 

7.1 


(10.1) 

(10;5) 


* Prior to intorost & Managing agonts ranunora.tion but 
after dopruciation. 

R.3,Io Figures in ParantiicsGs rolatc- to all Indus tri-. s. 

Sourca s Handbook of Statistics, on.cit., auotine 
RBI, p. 81. 
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Cotton Textile Industry 
. Profitabili ty Ratio .s 





Years 

Gross Profits as 

Gross Profits 


,p.-irecntug.; of Snl-s 

i^s p-rcent?.gG of 


njt of robato, dis-- 

G O u ■ X C c.l y 3- L> cl 1 


couiit, oxcisu duty 
& cess 


, 1965-66 

■ 

4*9 

5*4 


(10.7) 

(10.1) 

- 1968-69 

4.4 

5. 3 

• 

(8.8) 

(8.5) 

. 1970-71 

6.0 

7.8 


(10.3) 

(10,3) 

. 1971-72 

4.9 

6.3 


(9. -9) 

(10.3) 

1.972-73 

6.9 

9.7 


(S.4) 

(10.2) 

* Prior to In"tcr'.,st 3 But aft. 

.>r depreciation. 

N.B. Figures in brackets relate 

y to All coi-ipanic-s , 

Sourco'i 

Kulkarni , V. 3 . , op . ci t . , 

P, 221 quoting PiBI 
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The Gorpoi'ato dividend policy during 1962-1969 in 
tiiu toxtilo industry continued its tUrust of iiaintaining 
divid'..nds as during iuLuediata post Second War pv,.riod, 

1.1 study j based on thu RBI statistics, showed that ‘’the 
conpanics tried to ixdntain stablv. divid - nds oven in 
th.:. abnormal years of 1962 to 1966, During the year 1968-*S9, 


tho not profit docro-asud fron Rs, 608 


lakhs in thu pr-.;vious 


year to rlnus Ps.S? lakhs, but the auiount of dividenti 
declined marginally fron Es* 1.051 l.aluis to Es, 1013 lakhs 


in 1968-69 



Thus the clp-.\city 'of th-j- industry to • 

ft 


undertake aodornisation and 


tochnologici 


il up gradation cane 


up against, among other things, the constraint of dissipation ■ 
of the possibility of internal resourc.-- generation ovdng to 
liberal distribution of dividends. 

The macro pictur. of the purformancc’ of the toxtilo 
industry which we have sketched in the preceding can be 
supplementQd by an exanination • of -the- puyfprymaice of a 
good numb -sr (to he precise, 76) of the nills which were 
brought under thu;. NTG uiibrella. Wo could obtain a good 
deal of information about these nills fron the generally 
unpublished reports of the Investigation Committees 
appointed under the provisions of thu -Industrial Do.volopnent 
and Regulation .^iCt, 1951 and -fron the Burvey Reports 
periodically prQp,ared by the office of the Textile Conoi- 
ssioner. k synopsis of thesa reports is presented in the 
appondix I at the end of the Chapter, The folloxn-ng 
statonent shows the frbquancy distribution of eleven generally 



riwntionod factors loading 'to failuro of iiills 
ttioir tako-ovor. It also shows that 3/4 of tu- 
actually clos^-d at tiia tiua they ware inv^sti 


noccssi: asin 

, o-i o ii 4'./ h> tXi "1 .,]/ 


FREQUENCY DISTRIBUTION OF RELi SONS FOR P^.ILUKS 
OF MILLS ..ND TYBIR CONSEQUENT T.JCE- 01/EES 

:n "ty the Inv .jstiga ting Coixii t tw!..; Repor ts and Surv^l.ji 


1. GoVwrnn'.rit Policies Y 

(Statutory Price control. Excise duties, - 35 

Doarnoss ^illouancos, compulsory holidays otc) (32,8bu) 


2, Market Facrorss 

(Depression, tight/ sluggish iiarkot, 
No/Littlo incentives for export pror.iotJbon, 
low demand, price gtc.) 

3* Mcinageiiunt s 

(Kisnanag-daont , frequent changes in 
nanageoent, lack of proper interest, 
wrong policies, motiv^.:s of the nanageLunit 
to the detrinont of the firm etc.) 

4. Labours 

(High wage bill, high labour conplvinent 
labour troubles, strikes, non-cooperation 
q ^ b ) 

5, Unforoseen Factorss 

(War, Fire, Flood, Unprucudented crisis, 
poor crops, etc.}, 

6* Financial iispt;Gts8 

(Low capital b.^se, scarcity of funds, 
advers-j ci.-bt-uquity ratio, continuous 
losses, un-absorbed cl,pri elation, heavy 
borrowings, high interest charg-^s etc.) 

: Hon- ^d; : v , 

7 , ^ .availability/High cost of Raw-naterials s 


8. Under Utilise.tion of capacity s 


9, Plant & Machinery; 

(Old/Obsolete/conventional typo of 
iuachinory, no/inacl^quato nodornisation, 
reno\Tition, repairs etc,). 


- 38 
(50.00)-') 





- 71 
(93.42/3) 

- 54 
(71.0^) 

- 40 
(52.63/) 


- 51 
(67.10/) 


10, -Miscvjllan.„ous : 

(Po^x'-^r sliortagcyf ailur i 5 unsatiaf .''Ctory 
vjoraings lovr productivity, doaiining 

;r’v-.d extra holidays etc.) 


n.,.t worth, ob; 


'^81.57> 


. ,o 

- 

FT?^^} 


11, Litiaationj 


-19 

(25,00^1) 



RuCOLii..^nIations (26 

easels) 



a) 

Gpvornricnt tako-ovor 


p 

12 ■ 

b) 

Financial **331 stance 
to. tho Managji.i..;nt 

: 

(f 

0 

6 

c) 

Kanagonivjiit by third ; 

party 

® 

# 

1 

1) 

Scrapping off 


# 

0 

1 

o) 

Other Functional r..;C 

oiruaondations 

§ 

6 


Nuiobor of Mills clos 

od domi 

♦ 

m 

58 (765?) 


Nunb'or of Mills naloiig ; a loss ‘ j 6*3 (87/0 


Source •: Various Investigating Comittoo . 

Rxiports oaid Survey Reports of by the office 
of tho T;nctilc coiimisoionoir, 

(Nuiob jr of wills studi. d 76 )-, ■ 

‘d iin analysis of the factors found rv-sponsiblu for 

loss than viable and dv.sirablw statu of affairs of tho 

•■survoyod or investigated ciLlls sheds son'., intorosting 
light on the conditions which nude tho policies other than 
that of take-over inoffoctivo. So i'luch so that those 
official enquiries listed Govcriulnt policies rugarding 
statutory price controls, ‘■taxation, letbour laws and wages 
anong ii-iportant causal factors it*, about on<j-<-third of tho 


cases. In addition, liigli intorust rates and powc.r ana 

. tijd 

infrastructural bottlonacks undur diffursnt hec-as 

and in sorao casos iHid..,.rutilisaticn of irist;all-/d capacitj'' 
had sonothing to do arith ijublic policies loading to sic-ai-.. ss 
of raany textile mills, 

Tho lack of capacity to ov=_rcomu the impact of uh- 
Govornmant policies as also to vdthst'uia iinforosoun factors 
(listmi in about 33 porcont cases) which must hav-- had a 
hand in tho poor shov/ing by some of oho irnits go to undorlirn 
tho rolo and capability of irdll ri-nagGn-nts. For over 
two~thircls of the cases nisiianagement in various forms 
was found to bo; a significant, factor Ivac.ding to failures, 


closures and sickness of tho textile mills. Thus i' 


)oe; 


that the assertion in H istory of the Indian Cotton Textile 

Industry spons.ered by the Millovaiers* ^iS30cic:tion of Bom 

that "The subject (of ' sick' textile units owing to poor 

managoment) was oftjii debated in parliaicent and olSv;whe-re 

and no d«_cisivQ avldonco was producted to prove that mills 

(63) 

come to grief only b e c aus o of bad rjanagf-'miont” j is partly 

correct so far as "the sick mills ar-.. exarapla of deep rooted 

riiilaisc within tho n-ational economy and within the industry 
m : • : :: m-.v ■ (51) 

ana cannot be attributed to any singlo reasons , Howevorj 

when the History goes on to absolve" bad ruanagement of its 

rolo, on the basis of the fact that none of tho reports of 

various committees appointed to go into the affairs of ' th. 

mill5 und^^r the pro'visions of the Industrial Development 


and Ru:.c.ralr-t:ion Act lt?51 vnir j xjublisli^... 


niu in ona 


ins t ine .; (out of 6o) 


"rLLsnnnaga::i..nt'' (in tb.a ease of 


TIio Knnoria Indus trues Ltd, 
West Bengal) was bianod and 
and labour trouble fou 
argim^;nt is weak, facetious 
cvid-_nc<-, (as can bo soon fr 
distribution statwnwnt) , 


(Cotton Mills S'octi;)n'^ Konn'‘.gar 
g:,n: rally financial stringency 

i-O-o) 

nd to bo tho culprits j tho 
and not bas^d on?! o.dv.- qua to 
on .lippc-ndix I a.nd tno: fr-quoncy 


Moroovor, financial string<-ncy ■'ind labour trouble .ar 

often taken care of by good nanag-.-n.nt and lockouts and 

uncconoLTic working gonorally point to poor ia.;ai.agyraunt, Tho 

fruquoncy distribution statv.r;iont of various factors causing 

failur^.s -and forcing nationalisation shows that in over 

93 porcont eases financial stringency and ' financial 

tod 

lULSiaanagoiaent aro lis£\ This factor certainly reflects the 
quo.lity of managur.iont, though tho iopact of various other 
factors also shows up in poor financial porfornanec and 
accontuates tho difficultiv.iS faced by the ■ enterprise. More 
parti culaily, poor state of plant and equipii.jnt and its 
inadoquatw naintonanco etc. (reported as oporativo in over 
2/3 of casvis) and under-utiiisation of capacity (in uoro 
than half ' ' tho Liills) contributed to thu nn-laise oifflic- 
ting textile works. Tho coupanios ^^rith bettor nanagein.-,;nt 
did ovorcoiuo these problems as shown by tho Textile 
Reorganisation Coixiittoe (Gujarat) and thu Cotton Textile 

(o6) 

ConnaLttoe.. appointed by tho Govorniient of Mvaharashtra. 


-Si- 


Higli Cotton prices nnd non-'’ vcdlnbility v/:ls an 
important exogenous factor- which had a hand in the ailuiu^nt 
afflicting cotton t^xtilo industry in over 71 parcont cas-s. 
Quito a fow coDpanios had to fr.cu bad clays as they get inu - 
-ved in litigation, i-ibout 87 pcrcont of the 76 individuals 
units studiOvl woi-u . f ound to bo ruiining at a loss and ovur 
thri.iu~f ourth woro closed at the’ time the report -'ms ^oado on 
thoir operations, cxaiiiriod tho rocorxiundations iial-., by 
the coi..r-;ittGG in 26 eases and found that in about half the 
casiis Govornoent tako-ovor ms recoi.inundod. In adoout 


ono-fourth casv.s finrmcial support was rocoiXiondi. 


/■ I *-i f'l 


in an-othor ono-fourth cas--s spi.icific functional stvps 

to ro juvcnatc . the company vroru rv coriioondod. Thusj the 

individual cases of tLi-j takon-ov...r lallls show that tho 

factors which oporato at tho lovol of tho industry as a 

whole had a hand in varying uoasuros la individual instances 

as wall and roinf oread tho working of nacro-lcvcl factors, 

III 

The pro-indcpendonco growth of tho cotton tuxtilo 
iiiuUetryj wtiicn uiii..iln— tuu iitports by tnc titio of the 
outbreak of tho Socond War and riadc India and exporter of 
cotton piece-goods 3 owod a groat deal both to the Swacl...:shi 
i.iov,. riant as well as to statutory prqtocti on obtained by tho 
iiiuusfcr^^for 17 years (though it was off ectivo only during 
1930-41) . The War tine scarcitios led to the intriduction 

of a coriprehensivo syston of controls in 1943 and exempt 


for a -short period in 1948 when controls war 


; ro rono ved and 


-3g- 


roii-ipos^.d, tliG Indus trjr cjntinuud londcr 
19d3 to 1953. For adi-iinistpring tho con 
Cocnissionur v/cis appointee along v/itii c: 
Lika all too najor' organiG,-d induatrijs 


controls during 

tr.)l3, fi Toxtilc 

(58) 

Control Bora’d , 

5 textiles also 


earn. \md->..r the purvi-^'W of tlie Industrial DoVv^lopLunt and 

Regulation ii-ct, 1951 as one of th.e Scheduled industries 

(5$) 

in terns of the provisions in Chapter III of the ^ict. 

The teclmical and staCistical o/ings of ohe Textile Gooeiss- 

ioner’s organisation WeTe sci-engthened in order to assui.io 

(60) 

a new role of ds^^VelopUent instur;d of regulation calonoj 


naking the organisation ’’serve ns a dv^vulopirr. nt wing of . 

(61) 

the textile industry". 

n Major caange in the regulation of textile industry 
after 1947 was the discontinuation of the policy of protec- 
tion on the basis of the recoiniondation e-f the Tariff Board. 

In iipril 1947, the protective duties were converted into 
(62) . 

reTwnue duties. Thus' the approach to the textile Industry 
aoved away froj;i cornier cival policy to various intv.;rventions 
in- the dor.i'.jstic sphere, '■ 

iiii integrated policy approach to textiles, particul- 
arly cotton textiles was evolved in a Muddled way by iiuans 
of various specific, ad hoc interventions, their reviews 

(mainly by n anl of various official and s>M.ii~ official 

(63) 

coim.iittees , worldLng groups, study teams' etc), in the 

process of arriving at plan targets and, of course, on 

the basis pf lobbying and counter-lobbying by various 

(64) , : 

interests. 



Expect for -1 roiiovr.l -jf production j price and 
distribution controls in 1953 and aarlior rcplacuLiont 
of prot-ctivo vlutios by rovonuo dutios, th-j r.'>lo of the 
State in the sphere of cotton textiles was (l.jtori.,inod 
gonorally in tori is of tho Govurnuunt’s industrial policy 
as Gnunci-a.twd in 1948 and 1966, Both the docuiuonts r-..cog-- 


nisad tho rolo of privo.to sector in the toxtil*:. industry. 
For' all tho indust'rios loft for tho operation of privritc 
v.:ntorpriso, tho State undorto'Qk to bo "fair and non-disc- 
ri..lnatory" and to "facilitato and oncourag.- thos.,: indust- 
ries in tho private sector" in accordanco altii plan 

prograroeos and by iieans of provision of infrastructural 

(65) 

facilities and by fiscal, financial and other ia.jo.sures, 

llowevar, giv-^n the diff er^-ntiatod structure of the 

cotton toxtilo industry (the aiill seguent and d'.Central- 

ised sognont of handioous and poworloous) , tho State’s 

approach to the industry had to tadcu into account tho 

pronounced policy stance towards snail-scale and cottage 

industries. Following tho policy towards snail-scale 

industries, th-.i First 'Plan onvisaged that " whenever a 

large-scale industry coLipet os with a, cottage industry, the 

appropriate course to adopt would bu to. try and foraulate 

( 66 ): • .. 

a cornoon production prograniuo," . based on ^haisidorations 


of officicdicy, scope for d<^ve^opuent and nov.G ^ for 
increasing rural Oieployment, Thu eoiruon production 
progrcjiii'lu vjas to be based on rus-ervation of spheres of 

-d'-; ■' ■ 

production, non-expansion of the capacity of the larg^.-scn 


of 





industry, ii. 

ipositi a 

Li of a cess on the 

larg.. seal 

arrangeOwnt 

for th--^ 

supplv of faw .mat 

e rials , and 



, C6S) 

a ti on f or r . 

: -S '-J 'X 1 Ci ll ^ 

training, etc.' 



Sincu cotton 


cororain- 


inaustry wos tao oro-oi-dn‘..nt 


COSO of co-uxistunco •md corip^titioa botwv...n thv; Inrgo- 


O L^cl 


il- oind tlio snall-scalo sogoinits, tlia policy pcrspcctiv-. 


roga.rding cotton textile indusi;ry wc.s constantly inflaiicGu 

by tho approo.Sh towards tlio snall-scalo sector. Not only 

the rosorv.Ation of sphor-s had alre-ady bu.ni attooiptcd 

during the early fifties, but the First Plan spoiiu of the 

niod for its furthor ^xt-nsion in viow of the unonployiaint 
(69) 

problon. In the uill sognont of the industry, the unpha- 

(70) 

sis MrAS on full...r utilisation of existing capacity. 

The Second Plan and the subsequent plans continued 
(71) 

the sou:ie porspoctivo. The nain thrusts of public policy 
towards the cotton oiills based on an active concern for 
the handloons and poWv.rloons consist^.a of the folloi^jing 
eleuents; r-s.jrvo'.tion of sphor-.-s of pr-.ducti.:'ns , fre...sing 
of weaving capacity in the orgraiised, large-scale roills , 
encourageij'.-.nt to conversion of hraidloons into powerloons, 
differential excise duty- on mill cloth, and. cess on nill 
cloth for raising funds for the development of the 
: /debeMirali s ef •: so-giaent d;"!: 

In 1949, excise duty was imposed on rail cloth .. 
mth Viirying inciuonc*^ on diifferent vari..ties, npart from 


1 ' 


■ iS- 


consunrption of tiio gjnoral public, Lninly thu poor, in 

orlor to rrdsu plan financv^s. In nany success! vo Dudgots, 

(72) 

tli.,sa dutias were anhanced. In 1952, a coss was also 

la Vi ad in ordi^r to fiasmea tlic davolopuant of thu d^JCcnt- 

ralisud segnants of the industry. In 1949, tho dutias in 

tho cotton liills f.atchod Fo,12-|- croras, and t ho ruvanuo 

fron this source incroasocl to Fs,SO croras in 1856, Though 

at tines sona relief was given in thaso discrii;iinatory 

duties, probably in rasponsc to the donands of the i.iill 

(73) 

owners, they ronainod in force all tho sano. 

In 1950, the policy of rtiServation of certain 
itens such as saroos, dhoties, lungis, gunchas, chuddors , 
bed-sheots,' table-cloth, napkin^., dusters and towels was 
introduced, which protiibitcd the nills fron the production 
of those itei.is,-The nills wore also requir^jd to compulsor- 
ily manufacture hank yarn in specified quantities for 

(74) 

supply to the handloon s-ctor.- In addition to the 

reservations, the mills v;era not allowed to add to their 

installed capacityand for each plan (Se>.j Table 1) the Liills 

had to struggle for a liiglior target without nuch success. 

For quite some tine, the production target for the mill 

segLient hovered around 5,000 r.ii Hi on yards and except 

for licences for automatic loons for export proauction, 

(75) ; ■ 

aaditions to oiiil looriiago was not perLiittod, Thus , the 
additional requirement of cloth were to be obtained by 

the expansion and strengthening of handloons and power- 

' . ' ■ ■ ' 

loons to thg exclusion of the niills, ks soon earlier, 


0 
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tliis jjolicy lud to on iuprossi v.j .gro^i/th of the ui:contral- 

ised sector. The growth of the- doe^aitralls ,.d sector gonor- 

atod prosp'..cts for gr-owtii in mill priduction of yarn. vJhilo 

to a cv,.rtain ..;;':tv.iit spinning tiapacitj' and 3a:irn- production 

in the i;iill sognont inGr-.^asoci5 but ovdng to tliu .stablisir::-- 

( 76 ) 

ant of LiOre than 200 co-operativo spinning i.iills, tho 

corporate nill Swgnont could not gain the full benefits 

of tho growth of dv.. centralised sector. Folloo/ing the 

EocoiXiOndc.tions of soi.io export coiu.i 3- is u* i:.- vJ »d> j G v3i'l*Vw X* e-**.! -'•f* 

handlo-nis into powerloons \ias also s-^ncouraged thought 

Karve Connittee want..d that spinning too should be 

encouraged in the snail sector by populr.i'ising, nnbar 
( 77 ) 

Charkha. - 


iidcquate and regular supply of good quality cotton 

at r..::;isonable and stable price (which are sufficiently 

reauncrativo and ar..> not unduiy'Liigh to the users) is an 

important pre-condition for the healthy f'unctioning of 

the cotton r-iill industry.Witliout going into the probleus 

faced by tho industry on .account of the supply?' of its 

( 78 ) 

basic raw-inetcrials 5 it can be said that atfquate supply 
of long-staple cotton an'd steady pric .s have nec.^ssitat .-.d 
goverrinental intervention of both regulatory find developy 
i-iontfil variety. For stability, of raw-natorial supply, 
multi-fibre policy ( also ruquirod for nany other ro-asona^ 
has been encouraged. 


( 79 ) 






Through public Int'^rv-jntionj both production and 
quality of cotton have shorn inprovunents , However ^ instabil- 
ity of production and, prices (despite the role of the Cotton 
Corporation of India and cooperativisation of cotton trade; 
trended to persist. Th-..; enaeiination of fehe problems faced 
by the taIa.jn--ov.jr leills (npuendix I and statemunt of r..;as jns 
for mill failures) showed that many of theia found raw-naterial 
supply to have c.ausod thea considerable difficultiv-s. 


Inports of cotton in c-onsid-j ruble quantities wore allowed 

(80) 

and wore generally in excess of exports. 

iniothcr area in wheih considerable govorrmiental 
efforts were inado concerned the Liodernisation of cotton 
mills. The account of tb.;- conditions in the talaei-ovor mills, 
as given in the Appendix, shows the state of plruit and 
equipment in a largo majority of the rails investigated or 
surveyod. Beginning with thc' ¥orId.ng Party under the chair- 
manship of Sir Rra,.iaswamy Piudaliar in 1S50, ei.iphasis on 
modernisation has been a constant thomo in all the discussions 
on the problems of revitalising the cotton leill industry. 

In 1954, the Parliament passed a resolution urging nodornis- 

(81). 

ation of the tuxtilo industry. uv working group of the 
National Industrial Dev..:lppmjnt Corporation (1960) ostimatod 
the cost of modernisation prograLciu in the region of 
Rs.800 crorjs, and suggested that during the period of the 
Third Plan an annual sun of. Fs.SO to 35 crores would have to 
be provided for the purpose. During the period of the 
Third*Plan,» the value of production of indigenous textile 



cror.-s per 


r.i.r.cLiliitiry w.3.s of tlio jrdo.r af about 10 to 12 


yaar. On the basis of the 

productio Xl. of u oi-io Stic i-iC- 

75 par cunt of tin. nacainc 

Plan period could bo uat 
(87) 

□achinory. lii.j working 


anticipated expansi-on in tlia 
chinory, it 'v/as -onticipated that 
ry r..qui reliant 3 during the Third 
by do:..astic producers of t ooctilc 
group concludod that during 


1961-62 to S5-66 total foreign oxchangu ruquirenunts for 
i'iodarnisation would ba of tha ordar of Fs.22.6 cror-.s. 

Giyun the policy of freozing wuaving capacity in the rdll.'; 
sagnontj sta .p rise in priciis of loachinary j . liberal 
distribution of divid-nds and lower profitability rati oj^.s 
in textile indus-try in coiiparison to other industries j 
it x\ras doubtful whathar the nills o/ould have bwon able' to 
gonernoe these r. sources internally or would have been 
able to raise tliGoi from the capital i-iarket. In fact, the 
cotton textile nills weiee left with lit tlo indue vneont to 

undartaka fr^ :sh investnent and wore diversifying .into 

other uorc profitable lines of Indus tru:-.! production 
having advanC’..d t..:chonology* 


In such a situation, the giv--rnuwnt policy of 
encouraging nodernisation had to face difficulties in 
getting requisite funds. Moreover, since the denes tic 
producers of textile nachin^-ry woru fully booked, there 
was a piling up of- backlog of ubdornisation. Financial 
stringency was uxacorbatod by rising cotton prices, 
rising tax bill., rising wage bill (on account of ajdjust- . 
ment of wages, to rising prices) and rising interest rate. 



Two official' enquiries into t^ic t*..^xtilo industry in 
Maiiarashtra and Guirat, (wlios account for a large part 
of tjxtilv.' mills in the country) undcrlinod heavy back- 
log of iuodornisation. 

lioncvj tho t^rn lending institutions wer;; i.iado to 
pump in a good Qi-iount of r.. sources for roVitalising tvixtil?. 
Hills, The asoistencu s an cti on-- d by tlio Industriv-al Develo- 
pment BanP: of India since July 1964 to Jueio 1977 to the 

(84) 

■ioxtile industry auounted to Rs.350,34 crores. The 
working group on tv.o:tile for tho fourth plan estinated 
that the progranue of aodernisation would necessitate the 
replaccHint of 2,1 nillion spindles and 26 thousand loor.is 
at the cost of 113,180,55 crores. But the actual invostiient 
during tho five year period ranged between 15 to 20 
crorus per annum. Thus, the Taslcforco concluded that 
uiodurnisation was slow naanly on account of shortag..; of 
funds with the Dills, inervoase in price of rax'f- mate rial 


and aiDinishing profitability accotipainod by rise in 

(85) 

nachinGry prices. The soft loan scheue initiateu by 
the gDV.:rn:.ient and by sodo financial institutions like 
IFCI, ID31 5 ICICI, etc. were the reain stops f or i^roviding 
long torn finance for nodurnisation, Howe vern since the 
rate of r.:.al capital f oricati on: during 1950-6G was alnost 
negligiblo' at 0,03 percent per annui; during SO’s and 
0,04 p-,:rcont .during 1961-70 (See Table 2) on-^ finds that 
not Liuch could have been expo etc-d by way of ins tall.ati on 
Of new LiachjTnory of a later vintage,' 



Tiic provision of financial assistance for nociorn- 

isation was in addition to two basic stops for encouraging 

Dodurnisation. Way back In 1952, tbu tvjxtil- Lmcliinory 

inciU-SGry was grant ou pr ot'^ctooii.* mis scop uici n--i prod** 

Lidc r oloi aS'O oi for ^ign ojccliiingc, wn-inc’Vs.jr iico-'.wOl, fox' 

( 86 ) 

ii.iport of advanced 'C^xtilo lua chine ry, Il:n.;oV»„rj as a 

. r 

Tv-sult of the general condition of the industry as 
discussed above .ana under the inpact of the po-licy of 
positive discriiiiination in f-.vour of th-.. handlooas and 
powerloons, both the 'capacity and willingness to invest 
in i:iod'e.rnisati on by the t.;Xtilo coapanies bucaiie weak. 

In th.j face of the industry’s own flagging interest in 
revitalisation, public policy noasures of ensuring finance 


and availability of nachinery both'frou d on- s tic and 
external sources (though at spiralling priCv.s) could not 
pr-..Vv.nt the textile industry frou r .mining soiddled dth 
antiquated uachinery. 

The policy of the prouoting a i'\. structuring of the 
cotton tiill industry by increasing the weight ago of 
decentralised sector and Liod^rnisation' of the r.iill Sugnent 
did not take into account the objectivu ©f ensuring easy 
access to cloth by the relatively poorer sections who 
fora such a large part of the Indian Society, Hovr 
unevenly our lox'f per- capita availability of cloth is 
distributed aaong various sections can buun soon frou an 
estimate maintaining that' 5 percent of the rural households 
consume one metre of_ cloth per <annui.i, and botfeori 40 porcjnt 
of the household collsurii^Sl mdtres annually, Ibout 60 percent 
/ under 3.3 metres: whilo richest 6 poicentconsumo 




of tli<j LiousQholds consunu loss than the national avoriiOtj, 

(87) ' 

and about 10 porcont tho avorago length of 12 uotros. 

With elasticity of cl^uana. for cloth v/itli respect to rv-.lativo 

( 88 ) 

price os tiroatud at iriinus ,0.59 5 tr‘-jnu rate of grox<;th of the 

prices of cott.jn i.lll cloth during 1950-60, and 1961-70i,i 

being 3,17 purcont and 3,82 purcvjnt pur annua respoctivuly 

and an incroaso of 50 par cent in the ind-,..;o for cotton 

aiiil prices during 1972-73 to 1974-75 and undar the iap'xt 

of slow growth of non-agri cultural incoi.ius oind faster 

growtn of food prices, the consui:.\ption level of cloth for 

(89) 

the majority dot .jriorated, 

ch tiio jbjoctive of supplying oit lecvst a part of 

the clotning no-..ds of the poor i-iasscs at fiouicl and stable 

prices, tho controlled cloth schene was introducv.d in 

October 1964, the year, as sown earlier, which aarkod a 

turning point for tho industry, inaugurating its period 

of crisis. Under the schoiic, tho aiills vroro directed to 

produce 45 percent ofthoir total production in the form 

of dhoties, sarew^, shirtings, drill and long-cloth to bo 

Supplied at prices fixed by the giV'. rni.iont and distribut. d 

through National Cooperative Consumers' F^derati..,n ana its 
(90) 

cvf f iliatwS » The distribution took place on the ba.sis of 
fixed quot&s for each state. The prices fix-,.d for the 
controlled cloth wore not reuunuratlvo, as was ad..iittv.d 
by the g.®vernLiwnt in the Textile Policy StatwLient issued 
in 1978. j:ho schoiio was a iiixture of production, price 



-'IS- 



ancl distributi ,jn control. It also contr.in-jd rai cloiicnt 
of dual pricing’ in tiio s-niso that the ..iills wore allowj:; 
to, fix the prices of unc on uroll^^d cloth in a r.jannor which 
would off-Sv.t thjir losses nndur the controll...d cloth 
schonc, I ■ , ■ 

The quota of controlled cloth 'wr.s chan.gwd f2?oni tine 
to tiLie. In 1965 it v/as r-aised to 50 percont buu wo.s 
reduced to 25 percent in M^y 1968. In June 1971, an 
absolute figure of 400 nillion netr..;S. of controll'.,.d cloth 
■was fixed and the ■’controlled cloth prices m:rc raised in 
1974 by 30 percent, in the face of a uuch higher increase 
in cost of production claiuecl by the Industry. The quota, 
however, was doubled ulongwith the increase in prices, 
i-iccording to ind'ustry, the scherie involved a. loss of 
Rs.80 to 10,90 Grort:;s per annuri for the rdlls, 

Thu schoiac involved, _ at tines statutory and at tines 
voluntary price control. The statutory provision involved 
a pvpiialty on the nills f ox' non-fulfilnent of quotas of 
controlled cloth production assigned to thou. "Many a , 
iiiill could not c*^^P-ly with quota fixoCi by the T^^xtilo 
Goonissioncr either because it was cheaper to pay penalty 
for nonconpliance or bocauso they just could not produce 
cheaper varieties, given their product-nix. Tho' nore 
enterprising ones, however, found it advantageous to 
LiQut their obligation by couaissioning other nills to 
produce controlled cloth for than," 
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1 tU och.t.ii.10 Gou.l(.l xioti go fcijr iii idooting its tWowoU 
objectives. For ono thing, thcr. wns undor fulfiliknit of 
quota. Second, distribution was friulty loading to divors- 
j-'jji oi ohu controlloci cloth froio tho targotocl population, 
iiion, th'.: prices of uncontroll',.,! cloth rose sharply, 
Duij.aing up consiirior rosistaric-.. . The price rise during 
1 vj/£;- 73 to 1974-75, as soon oarli.:r, was quite iiigh. 

Since controll'.jd cloth production rcquii-ud short cUid 
i-iv. .liUsa sooplij Cottons, it loci to slackoniiig of exports 
which require siailar qualities of cottons. It has also 
bi^'jn suggost^jd tnat the controlled cloth varieties did 
not confirn to uarkot deuand and did not catch up v;ith 
consumers 5 despito low prices, l.^ading to unwanted 
amassing of invent orivis. Thus th./ controlled cloth scheue 
contributed to the difficulties faced by mny inills. 
however, after th. NTG cm:iw to ncquir. many mills, the 
buiaen of controlled cloth production was grrulually 
shifted to it .uid to handlooms. Thus nationalisation 
caiie to provide the private cotton mils an .scape from 

th. burdaos of the controlled cloth schemo. 

m, ^ IV 

iue re. view of the performance of the cotton textilt 
industry (Section II) and an examination of various polic; 
measures adopted by the govGrnri^-.nt towards the industry 
(oectim III) nigliligat so].ie important f. actors which ].:ay 
inclicat-o some elements of the ttiinldng and pressures 
..i-..tcinjj« f .or the nationalisation of almost one- fourth of 






of tbo cotton mill industry intlio first half of 1970s. 
What is it that the- govurnnont uxpoct^jd with regard to the 
country's oldest organised, capitalist industry i:;0<.jting a 
prime x-^ant, next only to food, of 'Giu-o people? Incr^-ased 
production of cloth by Gxyaiision of conposit i illls, 
particularly trujir loomage was not on the ag»:nda. The 
goal was restructuring of the industry in favour of hand- 
loons and poworloons, particularly conversion of handloons 
into power loons, hpart fro.o encouraging onployi.ient by 
n.Oans vof the Second Plan stratagy of concentrating the 
bulk of additional production of goods of popular consum- 
ption in the village and suall-scal^.: industries, the 
decentralised sector was sought to be uncournged, for 
raising tho productivity and income levels of millions 
of handloom weavers in rural areas. Improving the consui.i- 
ption of cloth by tho indigent musses, expressed in terms 
of increasing par-capita, availability of clothjwus also an 
objective, Hovr^ver, it was the iinorg;inised sector xdiich 
was to play the leading role in turning out the additional 
output needed for ieirpoving per-capitu availability of 
cloth. Though target of 3 0 yards x^as indicated as 
providing the perspective for planning increased cloth 
output, no xainimum consuixiption level of cloth, analog- 
ous to norm- level of food intake, came to be evolved as 
a guide to policy f ormulation. Beginning from 1964, tho 
■controlled cloth schbme represented major state initiattvc 





for .ensuring steadily rising consuir.ption of cloth by the 
pvjorur sections, taough the results turned out to be 
counter-productive* 

yfexbile being an ii.!portont f oreign cocchango earner 
'■Uia in oraer to maintain th.:; visibility of the existing 
■jills, x<7i.iica ii-ad O'vcrwo'rked and wor-Ct-out pa c [line r;/ and 
cquipnent, aodornisation of textilv/niUs was also 
s^ugat to be actively oncourageJ. Thus a diverse set of 
,6objectivos guided public policy regarding thu textile 
industry. Not all of tha obj>.ctives \Arore specific to the 
industry as such. For exanple, restructuring the textile 
iiiuustry in favour of the U'^c.-nvcralised sector was clo.ri- 
ved fron the soiall-scalo and village industries' policy 
in gen^.ral omd forned a part of overall dev.lopnent po- 
licy and strategy. The policy of using fiscal ujasure to 
blunt the tcctinologically superior conpetitive edge of 
tau i-iodern, large composite mills was carried to the 
'.^xtunt of reserving certain products exclusively for the 
soall sector (lumping homdlooms said powerlooms together) 
und i.Liposing a cess on the t.;chnically advanced sector 
for raising funds earmarked for development of the 
d-j centralised sector. 

This general maerp objective had to bo reconciled 
.A/ita ohe inaustry-specific objective of nodernising 
heavily worn-out and outdated nacLilnory not only in ord^r 
to ensure continued operational viability of the textile 
mills but, also in order to enable thorn to acquire 
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c jnpatitiVv-^noss in ,xport nark^ts, aoccvy financial 
rcqulrcncnts cf r>.liabilitatioii anci fiocu.riiisation of the 
mill sogu.iit of the toxtil-..; industry with a virtual 
OLibf^^S'^on output gr -jwth and install .tian of cxclditioiial looms 
..f were to ’’be nc-t by combined .efforts of the 

industiy and* various psublic finaiicial institutions. 

This was expected to cook about in an unfavourable 
context of the ¥ar and post-war liberal adividend distri- 
bution j discriuinatory fiscal burd-ns, frozen ‘weaving 
capacity for the large coiiiposite mills positive and 
discriminatory pr .furencu to the unorganised sector, 

: ' ^ and planning :'ind public policy suijp.jrt.::d 

expansion opportunities in a large niuaber of now and 
import-substituting, technologically iiore adveincud and nsre 
/organised sector industries and reduced market ucoand ' 
for cloth. 

One has also to rdekon with thv; fact that expansi-on 
of powcirloons w<as an option abailable not only to the 
handle on weavers by way of conversion of their loons. It 
was also available, and probably to a larger extent to 
those vj-ho normally operate in the* organised sector and 
have butter financial, nanagurial and narkv; ting resourc s 
and skills, and nay well bo induced to avail of the discr- 
ininf-itory fiscal treatnent offered to the powerlowa 
segment, ^imong those who. would bu expected to gravitate 
to the pov'crloon segment one nay well expect 'th^ ostablish^jd 
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t.:xtilo intur-^st, w!io not only havu stabilised narkot 
network and. standing but nay well try to pass on tricdr 
poo/wrloon prokuco as i;iill-pr-oduco by resorting to falSw 
s tanping in order to -Jiicasn raid sustain brand nano 

02 ) 

inago and goock.-ri.ll b'oilt up ov^r tiioG for nill cloth, 

and also save the diff-orontial oi-ccisc duty for tiler iSolv-., as. 

Many have G.ji.invnrbjd ..in various kinds of rnlpractiGt.s, 

inculdirig disregard of labour laws by the powarloon 
(93) 

segment. It nay bo difficult to postulate that thuro 
was any watertight coapart.nentalisation betw.....n those 
who operated in the nill segment and those o/ho op-ji-atod 


inthe poworloom segnent. . 

In any cas.!, the policy of conversion .:>f handloons 
into pow-jrloons, recoi.:a.iended and supported by the Kanungo 
CorxiittcG and Poworloom Enquiry Goimnit toe , 1964, was 
considered to be instrumental in i^onverting the rural 
wo-avers into operators of power loons and thus anjli orate; 
thoir conditions. The condition that tho liaridloom 

weavers should bo the solo benGficiari..;s of th-- policy 

: ( 9 -^ 1 ) 

Oi encouraging handloons was violated in nany cases, as 

the motivation and nodus operandl of the organised sector 
entities on the on... hand, and lini tat ions and o/ealaicsses 
of the handloons woavors on ..the othd^r, wore neither recog- 
nised nor werv. dealt with, As the ..ish-ok Mehta Gomnittoe 
argued, "In regard to the r^gularisation of lanauthorised 
powerloons fr..3o tine to tine., Government wer-^ apparently 


in two riLnds- . This sonowhnt inconsist-^nt approach 

could bo trncod to th^ policy adopt.. d by th'- g‘'V-- rn:'.. oit in 
tlio Liattor of r..ppal. .ting the pow -rlooD sector in thv country. 
Govornnont wo.s not anxious t.) incr’^-’^sc tho nui:ib...r of 
pDoj-orloons. But the off octivoness of this p:licy was 
considerably .diluted by the conditions craatod by Gov .. rnnent ’ s 
policy itself in the natt-r of r:. s-;rvation of fi;-lds of 


production and the pattern of excise levy. The r-strictions 

plo^ced on the loonago expansion in thv textile r.iill sector 

together -with the increasing deiiancl for cloth in the country 

n.aturally opened a mder ar<.;a for th«: de centralis col 

sector to expand. In the decentralised sefitor itself, as 1 

between handloons and powcrlooms, -che powerloons with their 

better tojchniquc and higher productivity, were in more 

( 95 ) 

advantageous position than the handloons. 

Thus handloons and powerloos.; units with less than 
four loons were placed in the sane category for purpose 
of positive discrinination, Furtbor, a necessary sepera- 
ti.on between snail powerlopn.o-stablishnents and bigger 
enterpreneurs and established conpanies was postulated 
S.once those distinctions, did not operate in preactisgre , 
the textile policy turned out to be counter productive. 

The assumptions, an .which' the policy, wris based were quit',; 
the opposite of the. actual conditions. The organised 
mill S'.-ctor went on a virtual investment strike l.ia'ving 
the task of nodernising their existing capacity largely 



ulf illuLi j '..i.jspit;o fin'incicil support pro'/idud by public 
financial institutions, Is Sv;cn oarliur, the batter off 
units cli versifiad in tbo conglonorativc sense, reducing 
significaiitly the plough back of surplusos in the nill 
SQgaont, Tho powurloon scgi^unt oxpandad rapidly but 
«lthoat anoli orating tho proauctivity and earning capacity 
of a lcj.r^o nui.ibvjr of nandloon wum/ors, Tho poworlooi.i 
soguont bocamo full of nGipractic^:s , fictious and. artific- 
ally separated units, creating a lot of doubt and unreliability 
regarding the statistics about tills branch of textile industry. 

iiS seen ^-'Orlier, practically all the indicators of 
perforeianco of the, textile industry worsened. The nanner in 
wnich a dlff ..rentiated policy vdth respect to the organised, 
large-scale and decentralised, small-scale s^gnonts of tho 
textile industry was formulated and inplenentod made an 
observation of the authors of tho Framework df tho Socond 
Fiverlaar .Paan oomo true almost prophetically, ''I'J^edloss 
to say, a great deal of effort and organisation will be 
required for resuscitating small-scal ^ industries. Should 
these not b-. f orthc:;;.aing, the .miphasis on capital-sr.ving 
methods nay well land us between two stools - the Inr^^o- 
scalG capital using uethods nay got discouraged vuthout 

other riothods filling .up the gap. ¥o nay thus have the 

■'($ 6 ) ■ ■ ■ ■ 
worst Of both tho worlds. 

Tho inpact of such policies on nany mills, generally 
th>j onuo jwied cind/or coiitrolldd. by entroproneurs who were 


not too rosourcvful or entrenched, into uany industrucs 

(nS: can, DO s„-on fron oomorsliip/ organisational inf jr.-ootion 

about 75 n''.ti 0 ini.;liswd toxtilu nills in colmm a of 

iippundix I) , i.u. 5 ihoso units uhicli, by and largo, did 

(97) 

ntt bulong to largo Indus trual houses , o/as ono of convorting 
thou into ^sick’ units, Tho luast divorsifiod Liills, i,o, 
tho ones uhosG ovorwiiolLiing intorost ror.iains confinod to , 
toxtilos, had t'no worst pv^rf orioanco in torns of all the 
financial ratios for 60 rd. 11s studied ov-..r tho period 
1976-81* Ono has reasons to belie vo that sinilar trends 
obtained earlier. Some of the • nills bcc-aiae nisnanaged 
owing to their tra.nsfer to nanageuents wliich lacked o;xpori-mGQ 
of industrial nanagenent anci vnre nainly inter-. s tod- in 
financial nanipulations. Tho restrictions on expansion and 
production of certain popular itens, general fall in the 
denand for cloth, difforontlal taxation, rise in tho prices 
of textile iiachinory, uncertainty and fluctuations in the' 
availability, price and q_uality of cotton, etc, contribut-id 
pushing the nills beyond thw vio.bility frontier, 

ai large nuab or of such factors contributed to 
widespread industrial siclmess, which was unwiljdngly accen- 
tuated by a set of policy neasures which failed to cone to 

M 

grips with the diffcr<-ntiated structure of the textile 
industry and the general dynanlcs of re-organisation of 
private 'industrial capital away fr on a conventional consui'jor 
goods industry like, textiles. The freeze on its' ^expansion 



1976 was 0.294 and in 1981 it increased to 0.377. Sincu tiiv 
data show divorsif ication, undor a comiaon corpornto 
onterprisG, tiio div^.rsification by, ontropr .nv>urs c>.-nurollino 
a nunbor of hDlding, key or parent ^oqpanies in all 

probability would bo still grantor. It was further 

found that tho group of 24 highly divcrsufiou, c.Ji..p<,.niGo 
(index groatur than 0.4) 5 1? companies^ with low divorsifi- 

cation (index ranging botwoon 0.2 to ...xi- .x 

with ncgligiblo diversification (index under 0.199) showed 
financial purfornancG in terns of eight inport ant financial 
ratios which varied directly mth the degr e of diversification 
It follows that the better off conpanios moved to other 
field (or, thosQ coLipanies which diversified, perforn^n 

better), while the poorer ones renained in ^ .'o- textiles 

(or those which did not sufficiently div...rsily, did not 
do well). Thus, one can sUvj that the textile industry 
experienced a flight of capital to other industries. Sine*-, 
this was caused, in past, by the conbinod effect produced 
by various public policies tovrards toxtiles, thv otv-^tw m-s 
faced with a linited range of choices for continued viable 
operation and expansion . of the textilo industry supplying 
a critical need of nass consunption. . 

S OLIO other general nea.sur-. s takon by the govv^rn tuiit 
with respect to the corporate sector in order to nako. it 
an effective instrument of industrial development couiu 
also have had a bearing on the texitilG; F^r 

e ' .'d' - 

bsampie, tfeo managing agency system of running . 


as a whola and of individual units 


- str aigthoiicd tho 


tuids^ncv of capital to luigrata to otli-r brandios of produ- 
ction. For . snail and nediun o'ntr<..prun‘jur3 X'd.th axporianco 
of toxtilQS and in thu cotton regions of thu country, 


p owe rloons night have appealed as a norc pronising haven* 

ks a results, further investuents, cind replaconcnts in 

the older luills were blocked. 

k crucial factor which renderod a large numb or of 

toxtile r-iills weak and incapable of viable operations was 

the trend towards diversification in vdiich the better off 

mills participated in a fairly big way. This left the 

industry with a good nuiabor of nills v/ith a weak financial 

base, while the better off ones diverted resources to oth-r, 

and generally unrelated, industries, We have a systematic 

estimate of the degree of diversification by sixty textile 

(99) 

nills over the period 1976-1981, Though the estinatos 
refer to a later period than the one wo: are concerned orith, 
it reflects the. trends during earlier period as well 
because diversification entails irivestmunts which are a 
fairly lDng-t<5rr:i phenonena and could not cone a.ll of a 
sudden. The estinatos for 1976 refer to achieved levels of 
diversification and hence give indication of what was 
happening in the inmodintoly preceding period, which is 
the period of relevance for our study. 

On -the basis of the data of 60 nills, it is shov.nd 
that at the 3 - digit level of classification, the average 
index of dj versification no asures. in terns r')! sales in 



GiTOn the radical posture taken bj' the Gongress Party afterZ. d 

its 1969 split, ana the niajority^ 

?artlos£\Tr5=\l*on t“°"~"air ‘.cf'-reiponslbilltles of the 

ailing mills had bucomG attractivo rathur thaii remain an 
anathema. 

The stand of the prijato interests controlling text^j.- 
industry against norgor of tBe weaker units with the strifflgor 

ones tholr stand ia/".vour of stale of the non-yi..Dle 

as agin view after the 

mill^ graducJly coincided with the GoVvernment s vi.w 

failure of prevalent dev-elopment and regulretory policies. 

Partly because "most of the machines in the NTw mills Wv^r- 

t ho pre-war vLiitago, though some mills coula bOtuSu of 

as old as 189^°'^! the take-over of the mills was not found 

hurtful by the private interests especiti-i-ly xn vi-w o-. thw- 

amounts offered by way of conponsation. Then, as tnc 

Industrial Licensing' Policy Enquiry Gomioitteo said,' «It is 
common knowledge that the (textile) industry is not as profit- 
able as many of the now industries. The areas of pre-emption 
of capacity in textile is not in the production of yarn or 

fabrics but of mrei-nado fibre - the progressing auMiority 

(104) ' * . 

for which is DGTD” . iiS soon earlier, the positiv- 

discrimination' policy towards the small sector had curbed 

further growth potential for the mills, which in any case 

was largly cornered^ by some select, more off ecient ^ 

whose productivity level was 150 percent higher the * 

. (105) neither, x.. ' ^ . ^...x.tabilit^ 

the ^orse ones. Thus ^ profits, and pro^ ^ ^ 


H 




Corporate viiitorprisos was ciono awo.y with in 1967 j 

anong other things, for bringing in more nodorn and dynairiic 

nanagCi.i>jnt' practices .and ending tho sustained continuation 

of control in the hands of original pr.jnotcrs , Tho cotton 

r.Hl cooipanioS too s-oiw a r,jplac<;auont of nan.aging agents 

by board of dirocters. But nothing s^lbst^^ntial h.as ch-anec-d 
- ■ ( 102 ) 
as a consoquonco .of the novo, 

VJhilo tho n.:-‘rk‘3ting constraint w'as buconiing a serious 
handicap for tho toxtilo industry as a whol.:.-, its inpact on 
tho oiills was accuntu-atud owing to differontial oxciso duty 
structure. The Inir eduction of tho controlled cloth schoi-io 
in tho situation dealt a further blow to tho industry, 
without ironically bonefitting tho intonded consunors. 

In those circuiistanc-.-s there w.as hardly any scope 
for continuing the c on vv:ntional policy nix vrhich liral 
worsonod the textile tangle. However, the tasks on tho 
textile front renainod as couplux as over.. before. The 
production of cloth had 'to be iners-.asod in order to inprove 
the standard of living of a large majority. The need for 
investment in rehabilitation and ' modernisation ..of the iiills 
top persistv^d, Without rehn.bilitating a good many of the 
units neither it was possible to protect the job of^ large 
number of workers, n-oa?- was it possible to prevent a 
set back to many regions’- and industrial centres which were 
greatly dependent on textile mills. The export eonpetitiv- 
cnos had to. be saved. In view of these xjersistant tasks a 
break from tiio conventional policy was becoin.ng irresistibl 


was consistont with tho inturosts ana 


tha -.^radical phaso) ana 
policy prudiloctions of thu int'orJsts goncrally pcrccivud to 
the advosoly affocthd by tho nationalisation and arc usually 
hostilo' to it. 

That the rc^cou^cc .to nationcalisation was not the only 

option and certainly not the •■least- co^st. netnoa f or u-eij-ns 
■ tho toxtile nalaiso has been; iioplic^ in the- argiuiunts odiich 
suggested t-hat it would have been pref^rabl® -co scrap tu'-,>su 
junlc mills and start now mills to absorb tho labour renaeroa 
•unonploycd. After all, apart form the cost xn ueri.iS .^f thu 
‘amount' given to former ' owners (Es.39 erbres) ■there o/er-j iaruh-r 
sizable co)Sts, like the cost entailed by controlled cloth 
scheme, the cost of modernisation and the absorbed losses oi 
the NT C mills subseu[Uont to their take-over, Probaoly, ruloca- 
tioh of the teiits anti, installation of- totally new machinery woul 
have been feasible if the closed ■ and ■ loss-naking non- viable 
unit's wore scrapped,'- One wonders if natiohaliscvtlon- an-. 


id 


sul 


rehabilitation vof the mills was in- effect any 


different form their scrapping, expopt' for a specific legal 
Wcuy 'Df g oing-' about it'' and -not ■ nebcssafily discarding overy- : 
thing .belonging to the existing miils. Rn-location, in any ' 
case , does n'-.jt nect s3.arily ■■ f oilovr scrapping of thc3 old -Eiills , 
Thus one wonders if scrapping 'tho old mills c-ould have been 
considored an alternative to nationalisation, except t-hat it 
may be" taken -to iiiply a-dvocacy of ea' s.pecific ' policy cotirse 
after ha ■iiionallsation- (like going ' ih for tsOtally new plant- 


nor existing stock of good na 
v/ofo there in the textile 
controliors of sick nills 


chinory, future growth prospects 

s to sustain the intorost of the priwatc 
hcartly 

in their^uinod properties. 


After all, the entire textile industry wa.s not nationali- 
(■ •') despite sona counter indications (106) 
scdZ.andits relatively vibrant segmand was left in private hands 


disregarding liberal tdaws uhat in order to sustain public 


sector as a Pinjarapolc for; the sick units both the worst and 
should bo naT;mo.lisgd so that the nu:id for intor-industry 
the best units of an industry/ cross subsidisation (ontailccl in 

recouping the losses of the sick miits^ is avoided. The fact 


that after vesting NTC mth the charge of the sick nills it 
was given the major burden of the controlled cloth scheno 
relived the regaining private sector units of a dreaded source 
of losses. The nationalisation of the sick nills not only meant 
nationalisation of their losses but also of the burdens of the 
controlled cloth scheme. Thus nationalisation of textile mills 


seemed to serve the short-term objective of opening so many 
closed mills (the bundling of closures created special problem 
no likely to be faced when there are stray, isolcatod cases of 
closures) and to relievo irnnediato xiressun; of unemployment 
(of the wu3t:;rn capita.list variety, that is unemployment of 
thjse who were employ od at one stage as again chronic 
unemployment so wido-sproad in the country) and fall in product- 
ion of textile from mills for whoso products consumer had a 
stronger likingj^ £han for handloom cloth. It also fitted in with 
the 'political exigoneies'- of the day (i.o. ; a ‘radical' image 
for the rulling party), .£t,hbUgh it- cane towards the iSst days of 


- 57 - 


and laachinery in place of repair, rehabilitation and partial 

roplacainent of tha old vintage , badly naintainud- niachinory) . 

Some inter-j sting cohculsions ooerga forn our analysis 

of the policy processes connected with the take-over of a 

large iiui'-iber of tuxtilo mills, As seen, a large nuriDCT of 

ad hoc measures were introduced to de=al %d.th various problems 

mthout evolving a long term policy, 
faced by the industry^ The problems \7ore complex and the 

solution to each one of them did not nccvcssarily %vork in the 
same direction. For exainple, there was the problem of stagna- 
ting demand made worse by the competition form synthetics and 
lylonded fabrics. Given rolatively stronger proforence for mill 
cloth, the controlled cloth scheme which pormittod the prices 
of non-controllcd cloths to be raised to make up for the 


losses on the former further prevented a pickup in donand. 
Exports could have been a feasible way out, provided technolog- 
ical change for Dodernisation wolS introduced. Hov;ever)?l viith 
excess capacity already on hand and cnbargo on expansion, 
it was not possible for the textile mills to increase their 
share of the total output of the textiles. Technological change 
would have led to increased output, but as a result of the 
policy of encouraging the decentralised sector it was discour- 
aged. With further avenues of more profitable industries 
becoming available as a result of the broader policy of 
import-substituting industrialisation, the textile industry 
became a poor candidate for attracting fresh invv.stuent . 

In order to deal with such' a tangled situation, a 
comprehensj?VG package of policies, thtoughly investigated 

■'i .'hi:;' yd /.'■■■■•y ';'y:o 'd‘'y v'y'^iyy 'y d’/'' g' ' oyg; v;". g' 




for tilij impact of ?iny specific norisuro on otiior rolritwtl aspects 
of tho industry and other objv;;ctiYos of public policy 5 was requ- 
ired, Howovorj this was not the laannor in w-hich a coriprehe.riGiV'.; 
and consistent t;.,xtilo policy o/as deoased. The ad hoc mcasur.;s 
pulled in different diiw ctions and increasG the complexity 
with which simplistic public policies could, not successfully 
deal, Wo have soon as. tQ. how expansion of tho decentralised 
sector in effect bGcamo expansion of tho poworloom sogoent 
only. Thus noithor the incono and productivity lovuls of the 

handioon weavers could bo improved nor much needed technologi- 
. , ab 

cal up gradation of the mill segment could con^out“mth often 

stagflent and at tines declining overall cloth output and 

rifingj pri^i-os, the growing needs of clothing the peonle could 
after all, . . ■ ' ' 

not bo met^ 1964 peak level of per-capita avrdlabiiity could 
not be maintained in the subsequent yofirs. 

In such a situation tho policy makers could not .allow 
a largo nui.ibcr of mill closures and failures to persist., 
particularly in view of its impact on cloth output, omployiunt 
in tua argaaisud sector and unhelpful effects on varl-.vus t-^xtilL; 
iugi,ons of tho country. Nor was it possible to manage th.. situ- 
ation with the help of the existing policy_ package of develop- 
ment and regulation of the industry by, a combination, of physical 
controls and indirect financial, steering. Such a policy impasse 
was rniched in the context of the political climate of the 
earlyilO’s in which a certain de.groe of radicalism was an 

• . . ‘ • • m 

essential instrument of political struggles for power and 



hogcnony a;;iong various soctioxis of tuo ruling ijolitical 

party . Such a political an! aconoi-iic contoxt f aeili Ga uli. 

acc.-ptanco of nationaiioation of a fairly big chunk af a 

ior cons iiiiipti on goods industry though, again without chalJoing 

out a conprohonsivc and systaiaatic tuxtil- policy as c ui bo 

st.ni in tho foro of drift regarding no war cas .s of sicknoss ^ 

closures in tho first half of ISdOs. ns trio cio..iana for tho 

tako-ovor of thu ontiru toxtilo industry was rul-jd out by th‘ 

Govornnoiit and th^ tori.;s and conolitions of tho transfer of 

tho woakcii'od i-iills were generally favourable to the ers-cvdiil- 

have folloWvjd (10- 

owners and aore f.avourable than v7ou|id e 011011-“ liquidition 
since 

andZ. the takv.;- over law conrainod no specifically pro-workers 
oleuents (expect, of course, the Isrcservation of their oiViplo 
aent) 3 there was little uisgi^/ing about and rasistance to th 
take-over naong bhe capit.Alists in general and the private 
controilers of the takeaover textile iiills, in particular. 
Partly it was on account of such a conblnation of factors 

that tnc o—nagenent take-ovor of 46 rails, described by soi.ie 

„ ( 110 ) 

as nass take-ov..r was legislat^-d with a vi-.w to av.ntuul 
nationalisation rath<.jr than being brought about und.r th.. 
enabling provisions of IDR net which w-.iu., us.,-! for vesting 
57 Liills earliur the National Textile Corporation. It 

was clearly nore than a mere unei.ejloyuent "r^li.-:f ueasura” 

: .a. ; (111) 

or "fr*--.. r-iudical seriaco for sick industrial units", not 

only ill teri-is of long— torn socio— econoLiic significance of 

nationalisation but in terns of industrial ia:gul;-Ltion r.nd 

cOii^roi polici'^. 3 and future of textile industry in the 

1 : O' -rr ' o 'OO; I,. 

Country, 
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’ ( o ) u w vj. ii. ' r i-i-L j OQ . C-X . p . j r * loo* 

Tliu (97) ThoTlHouso should iiicludo those business conc-.ios 
largo ovor which d. coLuooniauthorrty holds away. Thoso 

Industrial businoss ontiteSj though separate for I--.: gal ot ^ 
taxation purposes, function in Lmi§o;\ ns parts of 
-a coraiuon organtssition under the overall aguj-danco, 
direction Wind support of a closely knit iS^'O'-^P of 
porsons. While the day to day affairs of the cone-. rns 
are indopendoiitly carried on . . . th-^ ultiioato soure. 
rvigulating overall pollci-wS can bo traced to a conn on 
authority, India, Dopt. of Industrual Dev-.-iQi^^-iont 
Ministry of Industrial Devt., Internal Trade & 

Go. nf fairs. Report of the Industrual Llc^,eising 
Polic y BnqirLry C oiam ittee f' (Delhi. Manager of 
: P’uBU'cationS', 1969 ) 7 Main Report . p.l2 . Given this 
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(102) Kulkarni , ou. clt Ho is a bolduan indeed who can 
claiu that there has been a notable nanagerial 
reform in the country following this action", 
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biiiua, o.Jj.ilJ, goes to the c;xtent of maintaining 
that ’’the Managing Agency System has ' boon abolished 
in the country, , de-.1uro . yes jbut in practice the 
system is very/ much. alive" Sickness of Industrial 
■ Units ; some observations" Ma-dras, Institute of 
- ■ ■ . - Financial Management” and- Research, 1977, p,16. 
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(103) 

(104) 

(105) 

(106) 


Sruuiiivr.san E, ^ -'. India's Toxtllo Industr y, 
i* Socio-Scononic ininlysisT ("'Doilibatorc , South India 


■ -L 


oxtiIU’irjs..jarch '"ussociatioxi 1934 F.lOl, 


GOI, Plinistr^/ of Industrial Do volopncnt, Internal 
Trade and Conuany nf fairs . '• Rohort of Industri al 
Li con s in 5: Policy En q uiry Coi-H-iit tool July, 1969. 
Now Dcilii’j 'p’'.90, ’ 


Sr u oni vas an E . 5 op. cit . , p , 59 , 


iic cording to P. 


,iA. Sarninataan Ja,r‘ . , 
only oiia r-ason for not taking (up) the 
nationalising thu .natiro toxtilo trad-.;^ raid tha 
many of these r.-]ill Liagnates arc iienbers of 
ruling congress party and they happ-.--:!! to li 


An M.P 


''■Th'-iS-i could be 


ste-y of 


is 




major say in the affairs of the ruling party". 
Loksabha Debates, fifth series, Vol. 21, 11-22 Dec. 


1972. G olmn 299- 300^, ( * ) 

(107) Gadgil, Gangadhar 5 "Indian Textile Industry: a. prof 




Comorco, Deceabi 


iX 29, 


1973 Vol. 1275 No. 3259. p.23. 


nlso Loks ab ha De bates, op, cit. , Shri Prabodh Chandrr 
N.P. suggested thlxt instead of taking over these sick 


mills the Governeunt should 
295-198. 


itart new mills, col;..ins 




L bill 

have 

been 


Shri Indraji.t Gupta M.P. pointed out that siclmoss 
on the basis of which textile mills were taken-over 
has not bean defined clearly and many Liills which 
should have bo-en covered by thQ(. overlooked. Ha ideisili 
gave specific instances of the mills (Like Laxrlrattnri 
Gorton rills, Kanpur and Suksaria Mills, Bombay) which 
have been left out of th- 
colmns. 279-280. 


■yorview of take-ov...r. ibid 


For the crisis of textilo industry and the 
cul-d-j-sac facing : textile policy in 1984, sec "T\,xtiles: 
No. Ht-.,rnato to closxirj". The Her ald Revlv.w, 

September 2, 19S4. pp. lO—'id.'* 


1*) The Prime Minister is reported to have described the- 


management take-over of textile lIIIs as 


a srep 


towards nationalisation of the cotton textile industry. 
Ec onoulc and Po liti c al Weekly (E.P.ll. ) 

'December "WlZ* 'vp, ■ rx / • ^ 
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( 109 ) 

( 110 ) 
( 111 ) 


iiS v/ns pointed out b.y tho Chuiriiiany Maharashtra 
Stata^ loxtilG Corporation (a subsidiary of ilTC) 
that if tho ..ills had gono into liquidation, tho 
sharoholdors; would havo b ' ^ ■’ ' “ 

ono for ovory Bs ,..10 sharu, 


uavo boon paid probably nupv 


:hough undc.r 


X • uj » 


tako' 


tho noX'/ 


p'vo'r arra. 


. i, •;£ 


nts 


dispensation^ _ . ^ 

t hoy Light got Fs. 5, indicating substantial gain 
in ToxtilQ Industry", Connorco, Novoubor 4 , io 72 . 

Sluiiiilj Novwiibor 16 , 

1J72..^ r- r- , ; 


EPVJ 


5 op. city 


’I •*■;. 



Kamal Nayan Kabra - 


Shipping and ship-building is ona of those areas in which 
the intended policy of mixed-o-'.-mership and public sector^ based 
largely on fresh public investment and private sector propped up by 
provision oi public resources, ha.d in practice to be changed into 
that of going in for -anit-by-unit taice-ovar of a good many 
companies^ Section I deals >.ath the manner in which these companies 
ware brought into the precincts' of the public sector and the over 
all Eiid relative size of the taken^-over shipping and ship-building 
industry. Section II is devoted to an analysis of the evolution 
01 . public policy towards the industry. This attempts to shows 
some of the major factors w!:iich necessitated the take-over of these 
companies. :The poliiey of supporting the growth of private 
shipping liberal financial, assistance ana its efficacy- are 
discussed. One of the most important manifestations of this policy 
was seen in- the formation of Jayanti Shipping Company w^dch made 
a large addition to Indian shipping tonnage^ Section III is 
devoted to the Jayanti story, trying to show how nationalisation 
became- an inescapable choice. Since the Jayanti story is sc unique 
and spectacular the chapter is concluded vHth some broader 
implications vrhich appear to flow from the Jayanti experience. 


I 


2 - 

Take-over of shipping and. shipbuilding companies (ei^t 
in all ) took place between 1952 and 1973, Foui’ of these companies 
were s hip-builder Sj repairers and general anglneering firms, three 
companies irere managed by foreign concerns. All these four take- 
overs were affected. without resorting to legislation, through 
. • . a 

share-acquisition (4 cases- and one was^negotiatod taka-ovor at a 

value ,^riVGd at by an experts. In one case, a political development 

(via. liberation of Goa from the Portugese rule) led to the 

' acquisition" of a shipyard. Takeover of two companies (Mazagon Dock 

& Garden. Reach Workshop ) was related to defence needs and their 

management was vested in the Def erica d-Iinistry# In. two cases, laws 

were onact-Qd for take-over. (See, the Profile of take-over of 

Shipping ..and Ship-building 'companies at the end of the' Chapter). 

It "Gan be seen from the Profile that two ocean-going 

■'shipping, companies,- one coastal passenger service and one 

island navigation compan.y ' were brought under public control, 

MQ,ghul lines was acquired and made a subsidiary of the Western 
' ' ■ .-.I ■ ■■ 

Shapping Corporation in 1980 In 1966, the Jayanti. Shipping Co, 

Ltd was brought under management control of tte Shipping. Corporation 

of India under the provisions of Jayanti Shipping Co. (Taking over 

' ..." "2 . - ^ ■ - ■ ■■■■- 

of Management ) 'Let, 1966, ''.'’This -was done -following complaints 
against the management of the company .,r. As a result of -. management 
take-over, .there came about;.-a considerable improvomont in ttee 
working of the -company loading to wiping . out ' of accumulated losses 



of thw ordor of 2, 59 croi’cs .upto 10 Juno 1966 j ahd also repayment 

oi loans aggregating to Bs, 7*41 .crorGS, After rGhabilitation^ 

tno company was acquired by an ordinance which was ronlaccd b'-/ an 

5 

Act in DGcembor 1971, This bocanG , essential in view of t ho f act 

that Dr, Dharma 'Teja and !•£!?, M,M, ICulutaindis: were involved in many 

lav/ suits v/ith the g) verriment , including criminal ones on charge 

of breach of trusts, forgery and cheating, ■ Hene the G-overnnsnt 

considered it necessary not to leave, the ovmership of the company 

6 

in the hands of these two persons, - 

Jayanti t>hipping Company, was tho- largest shipping company 
acquired by tho governniGnt with tomage of . 196000 GRT, Since there 
v/ere some public sector shipping companies sbt up earlier, which . 
had added siseablo , tonnage, the take-over -.of Jayanti Sliipping led to 
government control over about 50 percent of the total national 

operative tonnage of 25 lakhs v/ith 96 ships (of which 79 belongod to 

■ ■ ^ ■ " '■ ■ ■ 7 

the Shipping Corporation of India and .16 to Jayanti) . It .is clear 

that take-over accounted for very small, part of the tonnage 

companed to the share of fresh invGstmGntrbred public sector 

Shipping, ■ ■ 

River Steam Navigation Company, providing inter-state river 

navigation in the Eastern States, had to be acquired because of 

political complications with East Pakistan (now Bangl^adesh ) leading 

to impounding in February 1965 of vessels and closure of routes 

and consoauent accumulation of huge losses by the company under the 

8 

control of the U.K. based Inohcsapo group • 


f' 
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^ service j controlled by phowgulq 

Steamships Ltd* ^ called bhe Konkan Passenger Ships, was taken-over 

bj an ordinance ■folloT/;Gd by an Act, in 1973, because the company ■ 

did not resume this service after monsoon in September, 1973 and 

caused considerable hardship to the passGn|er in the Konkan region. 

It involved two ships and related shore assets and a compensation 

9 

of xb, 90 lakhs was paid for it. The company running the service was 
not acquired, , 

T.hus one finds that four foreign and four Indian companies, 
including four shipping companies (internal, coastal and international) ^ 
were affected by nationalisation in this branch of the economy* 

In almost . all the cases, nationalisation had to be resorted to 
in the absoncG of any viable or effective option. Share acquisition 
x^as the most popular method. Except for thro© cases . , vre could 

not obtain information on the price at which shares were purchased, 
Kationalisation of shipping and ship-building companies 
came about at various points of time and on the basis of specific 
case~to«*-case related factors. Overall shipping policy did not seen 
to have visualised acquisition of private companies or assets. It 
was as, a result of specific problems encountered that these companies 
were brought under public ownership, and control. In the following 
section, v«3 examine the policy and developments- regarding shipping 
during our period of study in 03?^Gr to examine whether these 
aspects influenced nationalisation of shipping and,, .ship -building 
companies, 'a . ... ^ - 



It 


Witli indepoiidGnce, tho, urgGndy to build a national shipping 

sarvicG 'ind shipbuilding industry, roa-lisod by tho govornniont as 
^ '■ 10 
our shipping tonnago at that tine was only about 2 lakh GBl in all. 

ik sub-coirimittoa of the Reconstruction Policy Goimitteo set up in 

1945 by the govornniont in order to evolve post-war shipping policy 

enphasisad that the thrust of public policy should bo incroasing 

'll 

indiganisati.on of shipping. The shipping policy coriEiitteo (1947) 

suggested that India should tiove towards incroasing tho share of 

Indian shipping during the next. ,5 .to 7 years to 100 percent of 

purely coastal trade, 75 percent of trade with Burnah, Sri Banka 

‘ percent 

and other adjacent co’ontries, 50 £. of India's long distanco foreign 

trade and 30 pQ,rce,nt of the trade f orraally carried in Axis Yosseles 

in the orientf '.It was -’Gstiniated that the 'roa3.isation of , the 

...above targets would require about 2 ni Hi on: ^ gross tonnes of 

shipping. As a first stop, the coastal trade of the country was 

reserved in 1960 for Indian "Vessels in response to public danand for 

13 

the past 25 years. 

In order to bring about a rapid developnent of the shipping 
service, it was thought essential that the govemnent would proirida 
nultif acted assistance to Indian shippers. The Industrial Policy. 
Statenent of 1948 reserved shipbui.lding as an exclusive responsibility 
of the State while sea transport was.. listed" londer industries brought 
under central regulation and control,' The 1956 Industrial Policy 

Resoultion ^included shipbuilding in Schedule A, implying that new 

■ . . . ■ . ■ ... . . ■ ■ ■ 


6 


units Will gonerally be started in tkie public sector. Kowevar, 
it was not listed as a stats aonopoly, ibis Resolution listed 
Ma-transport in schedule B i.e., for an Inoroasing role of the 
in ..^tuing up new units. It neaiis nationalisation of 
existing conpanles operating shipping was not put on the agenda 
Of public poUcy. ‘However, the stats did not straightway go in 
for setting up althsr new Shipping ooiopanlos or shipbuilding units. 
The Vlaag shipyard was brought under public contro ,d.th private 
^participation largely because no iltenatlva saened workable. 
Initially the thrust of public policy eeeoed to be to leave the 
developaent of shipping to the private sector and confine the role 
Of the State to provision of assistance to the private sector In o 

orucr to ..norease the share of Indian shipping in India's external 
and coastal trado.. 


^ ^ The Ftost Five year Plmr alaed at increasing the gross 

registered tonnage to 6 lakhs by thoond of the Plan. It was 
mtioipated that in view of the inportanoe of carrying foodgrains, 
soao, assistance aay coao froa the World Bank. The expansion In . - 



nkea to the developnant of the Vlshakapatnaa Shipya 
in 196S) with a view to nake full use of its capacity! 
governnent nade a provision of it. 4 orores to be given 
increasing tonnage. It was^expeotod that 2 orores 
i by the shipping conpanies._ ^ in view of the keenly 
nature , of sea-transjort, the pianhors accepted the pol: 

a lower dlfforontlai rate of interest on mblic ^ 
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pnv^atu soippers for buying ships for_^ overseas routosj oven though 
It nay involve an elenent of subsidy.'" Even in the sale of ships 
from 7izag for coastal shipping, it was thought proper to chsmge 
a roasonablQ price fron tte shipping conpanies and to give subsidy 
to theshipbuildors as Some fiscal concessions, inclufdng 


access to. IFC, were also conteniplated."^ In April 1959, national 
shipping Board was set up to advice the Governnent on shipping 
related nattere.*" 


preferenbial troatiaent to sea-transport was considered 

essential m view of the highly conpetitive nature of shipping 

services which are also susceptible to wide fluctuations in their 

xortuncs. These factors along td.th the relatively stronger position 

of well-established foreign stripping conpanies and the huge 

re quiren.jnu of finance for acquiring tonnage, made the private 

conpanies shy of investing in shipping. In fact, the developnsnt i 

of Indian shipping was fairly slow inspito of governnent .financial 

assistance. By 1960-61 Indians shipping tonnage went upto 8,58 lakh 

(OIT) only, which TOuld carry only 9 percent of India's foreign 

trade. it was in view of such factors that it: be cane essential 

for the ■ governre nt to deeido' to^' go In'.for direct participation 

in establ|sh;ient of shipping conpanies jbj? acquiring additional 
tonnage, . 

Piiippihg is a highly capital intensive econoiiLc activity. 

In the absence of shipbuilding capacities in the Indian econony, any.? 
extension of dndigenous shipping necessitetod a great deal of foreign 
exchange for acquiring strips ^ at tines forcing the' purchase of . 

% 
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SQcond hand vcssols. ■ During the ' British period aJlitile 

beginning has been riade towards setting up of some ship-repairing 

facilities j particularly through the establishment of Garden Reach 

Workshop as for back as 1884* T!:iis was converted into ?3arden 

Beach Slriipbuildors and Engineers in 1934 under the joint rjanagenent 

of British India Steara Navigation -Gonpany and the Peninsular and 

* ■ '■ ^ 25 

•Oriental Steam Navigation Gorr^any of the U,K. inother ship- 

repairer and builder Mazagon Dock Ltd,, ‘undo f Mackinni on 

Mackenzie & Co, was also incorporated during 1934, It had six 

shipbuilding berths and two dry-docks,^ which could built ships of 

15,000 deadweight. This company too had its •beginning long age in 
26 

1774. 

Such hatting steps could not produce -u national shipping 

service and shipbuilding industry. Hence ' the government decided 

to go beyond provision of concessional finance, and fiscal incentives 

Reservation of coastal shipping exclusively for tte Indian companies 

went some distance in giving a foothold to the Indian shippers,. 

However, India’s near trade was not very significant to sustain 

a large tonnage'^, .Thus through-direct participation in shipping , 

an ear of ’mixed ownssrshil)’ was inaugiiratad i-ri.th the setting, up 

of the Eastern Shipping Gbfporation in 1950 jointly with Scindia 

27 

Steam Navigation Company Ltd, (a company in which some of the 

■prominent industrialists, of Western India like Khcitau, Morarjee, 

. 28 

Kilachand, Lalhhai etc, had interests). Still, these companies 
were joing sector companies and most .of the additional shipping 
tonnage was based on fresh public investment rather than - 
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acqiiisitlon of privatuly-hcld. tomiago. Tho acquisition, in 1971 of 
Jayanti Shipping Gonpany v/as tho only step vihlch transferred 
private ships into public ox-Jiiership and control* The case of 
Moghul Lines was of rather narginal size* IConkan coastal 
shipping had to bo acqiiircd, as seen earliePy becEiuse the private 
oporctbors nad fs.ilsd cc contin'-io tne operati'onsi 

Toward tte beginning of 1960, India was baroly able, is 


seen above, to provide carrying scrvicQs to 9 percent of its 

overseas trade. Despite liberal financial and fiscal incentives, 

the indigenous shipj)ing targets of achieving indigenisation of a 

tiigh order in 5 to 7 years fixed by the Shipping Policy Gomittee 

(1947) were far from being realised. Even the policy of 

providing 90 percent of the finance needed for acquiring' additional 

tonnage by the Shipping Developnont Fxmd CoroTiittee (SDFG) did not 

evoke response on the requisite scale. As a result, an annual 

outgo of Rs, 70 to 80 crores was taking place an account of use 

30 

of ships flying foreign flags. 


' ' ' ' III 

At this stage, tko persons, Dr, Dhanna Teja and Dr, Kullnmaia 

floated a company in 1961 called Jayanti Shipping Company, 
fV-' V; 't : d 31 '■ 

initially with a paid up capital of Rs, 250, Initially it was 

incorporated for Rs, 2 lakItl'S and in 1962, the amount was raised 

to Rs, 1,5 crores. Dr, Teja & Dr, Kulkundis held 76 percent and 

23 percent', of the shares 'respectively. The company applied for loans 
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fron tho Shipping Dovelopaant Fmid Ga^aittes ihidor the scheiie of 
gr.an ting loans to tho timo of 90 percent of tho price of the ship. 
The coapany added a fresh diaension by proposing that "nothing vras 
to bo paid to the company or the ship manufactnrsrs bofora the 
delivery of tte ship," 10 percent of the price of the ship was to 
be 'paid on the delivery of the ship and the rest was to be paid in 


Instalnonts. Those terns were officially conslderad superior to the. 
ones offered by other companies which cane foio-rard to taka loans 
from the SDFC. Though at the tine the loan was sanctionedj the 
company hardly had a capital base' of its own w’orth the nanOj but the 
loan was granted subject- to the condition that the first instalnont 
of the loan would be actually disbursed whon the paid-up capital 
■ of the company reaches the level of Es. 1,5 crores and thereafter it 
had to raise its share capital by Bs. 25 lakhs for every Rs, 100 lakhs 
of loan to be disbursed until 'the share capital jms raised to 
Rs. 5 crores for getting the total sanctioned loan of Es, 20.25 crores. 

It was stated by the Minister of Shipping and Transport that 
Dr, Teja and his partner contributed seven liberty- ships in kind to 
aake up for the shortfall in paid up capital. They oponeCi a 


collateral account of -3.8 million dollars with IJova Scotia Bank of 
New York,^ out of- which the price at the rate of 0.4 million for 
each liberty ship was stated to have been paid towards paid-up 
capital. The two 'partners^ also contributed £ 1 million in cash. 

It goes without saying tleat ' tills is a rare and iinusml 
case of capital conttibution in kind by the promoters. True, the 
books of the company showed the paid-up capital to be Es. 2.82 crores 


r ’• ■ 
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by NovGEber 1962, but it ^lear that this no¥Q uhila uot t he- 
re quirGr.iGnt.s of the coFipany 'Ihw and loan disbursement forr.ia.lly but, 
in effect, was not. dapablc of 'pf.o"\?i-aing liquid finance capital to 
the cempany as -appears to be- the- purpose of pad d -up capit-ai. ■ - 


It was pointed- out -in-'the Eajya Sabha debate that the letter 
of the Goyernnent^ graritiiig.' .crs^iiit was. used by Pr, is ja, to- raise • 
large sums fron Japanase and other international bankers. An M.P, 
who was .Gjuito opposed to layanti Shipping Co, (JSC) and was stated 
by other M.P.s to be close to a rival sriipping company,, claimed 
that the manner in which Dr. Teja showed' others* capital as his 


was shorn by bin ■'.■iLth the help of photostat copies to the then 
Home Minister, Shri G.L, Nanda, Thesaletters by the banks to. 

Dr, Teja said that ” we have passed, these receipts to you at your 
request but we do not omi having resreived any money from |"cu,” 
Thus, it appears that fron the v-ery beginning spurious deeds were 
committed, . ' 


The subsequent behaviour of Dr, Teja and his. co-director 
raade the government' to cone to the defensive position that ”the . 
sehome should be . distinguished from the individuals," Apparently, 
the plea saens. to be that the schemes submitted by Dr, Teja; ' 
(described by an M.P, as "this arch swindler of the century") was. 
so attractive _ that the governmant did not take the trouble of 
satisfying themselves about the antecedents of the persons concerned. 
As an industrialist M.P,, Shri Babubhai Chiani wondered, ". I do not 
Icnow X'iiat happened 'to' the Governnant officers and the govcrnrmnt 
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of the day that they did not tako care to find out the crGdontials 
of the persons to vLion they wore gi\d,ng, these big loans.” 

The Parliamentary debates refer to. raasy factors uhich could 
have played a part in tho grant of these loans to JSC« Some of 
these are highly partisan and personalis.edj based on the ro-le, failings 
and wealdGSsos. of certain individuals. One such tendencicus 
approach speaks of a .'kehru. sector* to which JSC belongs. Such 
views, apart from being based. on personal factors and current 
narrow political considerations, are based on a greatly personalities 
centred views of political and adrinistrative decision-maPiing, 

In any case, enough evidence on these interpretations are not 
available, h similar factor which was supposed to have played a 
role in the process of the fornation, gro-vrth, decline and 
nationalisation of 03C was tlio factor of Snt.. Dharna Toja^, who was 
described by an influential M.P, as one whose very sight "sot iiany 
a siiip sailing on the high seas of politics of that typo,” It was 
regretted by an M.P, that the name of a dognified wife had been 
dragged, into this mire. Others alleged that Dr, To;)a appeared mth 
his wife to capltative people of influence and the then shipping 
minister was tojLd by an M.P,, as the latter hiiiself disclosed, 
that it is true that a thing of beauty is a joy for ever, but that 
should not apply in the case of ministers. 

It was also alleged that Dr, leja gave liberal hospitality 
to influential people - on their, tours abroad,'. An M.P. was appointed 
for liasion work on a hafty. salary and his .son was also enployed on 
very attractive terma, .. .Even in the appointment of directors, people 
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influence and good connections like one Gair 


4^ ft . 


Sr^hgal "he was 


the son-in-law of %s, Vijaya naxeii Pandit and was workin:: 


.th 


iiiultinational firn were chosen. Craneral ICaul was also ui.pointedj 
it was stcitedj on sone recoixiandation fron some high ups. The 
general faeling of non-rosponsivs investnent hohaviour in shipping 
and relatively attractive terns of JSC^s proposal (no advance 
payment j one-tenth paynont on delivery & tlie paynant of the balance 
in instaluants ) also appeared to -have Influenced the decision 
by the govornnent to grant this big loan to a then ’’unlmown and 
ordinary Dr. Dharna . leja.” 


, ■ IT ‘ 

Let us try to devote some attention to the general issues 
arising from the take-over of JSC, ' 

The min fact or-,, unde rlying_„t:-his' dove lopoeht appears to bs 
the policy Df'-'giving, lib.eral flnanc-i-al assist aheo to private . sector 
for taking up shipping Tentures*: Given the fact that very f'Gw 
Indian conpanies were operating in the aroa, of shii^pingj either the . 
•Whole assistanoG was to be' given to; aV handful of tho^e feho have 
already demonstrated good capabilities' of operating large sized 
shipping operations or nGW horses .ware to be backed. Even during 
the period 1966 (when the nanagenent. of JSC was takon-over )-197l5 
when the 'public sector Shipping Corporation of India j has 
demonstrated its nanagorial and tochnical capabilities, the policy 
of supporting privately .controlled and public-rfinancod shipping 
companios continuod. It v/as largely this' Policy and its gross abuse 

« , ' 
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a ncl lax administration which cau3ed^fei;^e JSC dobaclo, Tha approach of 

tho Governi'-ioat to biiild-up privately- controllod shipping sorviccf 

in tha-facQ of denonstratod strength of public sector shipping, mth 

to 

public funds and^gnoro tho social, Gcononic and political 
consGquGncQ of this approach arc- illustrated by the nanner in ’rfhieh 
the Minister of State for Shipping sx'pressed his regrets ever tho 
behaviour of Dr. So ja and Mr, Kululcundis., The Minister said that 
tills was the case of a person who vxanted to kill the hen that laid ' 
the goldem egg* If Dr, To ja were patient, the Minister went on to 
suggest, he would perhaps have been” one of the biggest shippers 
in our country,” Thns the facts that slowly and steadily v y . 
and also legally ons is -pornitted to becoae one' of the biggest 
shippers of the country who fetches a constant Supply of golden eggs 
on the basis of public funds were inherent in the ..public policy on 
shipping. Thatsoneona becones inpatient, resorts to illegal acts 
to tiilk the conpany dry and dead were also to a certain extent, 
inherent ■ because the governnent adoitted' that a egood schone fron 
persons of unknown reputation was accepted. As an Industrialist 
M.P , adrdtted, "’’this is the saddest incident which has. taken place 
during the' iasfsevoral years, so far as the private sector business 

is concerned”. In fact, even when the .hen was killed, a virtue . 

• ' ' ■ - _ 

' was s-sen in having holpedi.b.he JSC Ltd as it added 296000 SIT to our 
■shipping i- ' q ' ' ' ' 

■ How -jBC was icisnanaged has .be^h'-f^r ought out by the Enquiry 
• 'Co:'.inittcQ which' looked into ibs-'^tairs. It was quoted f ron the 
official ■■st;ateneat-'..$f'irbas:^iib'x|fl'a^^ the circuinstanqos in which 
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JSC i-jas teken-o-vQr, "Tho now imnagGn’jnt (after oanageriGiit take-ovor- 
iklK ) of the JSC Ltd, j found duriiig investigation into the past 
affairs and financial dealings of the conpaiii’’ that both Dr» Bhaim 
Tc ja and Dr. M,M, KulMmdis had in coUnsion nisappropriatea large 
aanounts of funds belonging uo the JSC Ltd.” The aricunt recoverable 
frora leja was Rs, 1,25 crores and clairis \forth Ps, 2.7S crores ware 
pending before the courta . 

The JSC Enquiry Coniittee report was quoted to show that tli^ 
Manageing Director of the Company, 3hri Harayana, nephew of 


Dr, Teja coLiplainod that ’’neither he nor the Board was kept informed 
of the various financial. arrangenents which Dr, Teja was rialclng 
from tine to tine from his far-off head quarters in the South 
of France,” 

Over and above "acts of nblfeasancQ and misfeasance ”, 
tha company according to the report bf the Board of Control was 
left in a "terrible ness". 

It had taken large pi'ivato fixed deposits which could not be 
rapaid on maturity. As the Minister piloting the take -o’^^^r bill 
said, "there was no nanagement, no accounting and no operational ' 
discipline worth the name before it was takon-ovar." As a rosult 
of many- 'Complaints against the company, an enquiiy was ordered, 
and to begin -vjith, the nanagement , of . tha company was takon-over 
and ultlmatdly the JSC was- nationalised, ■ 

The failure of the policy of .foisting a private sector oh 
the shipping scene by public support and, money, dramatisecl by the 

JSC episode, led to its nationalisation, .though the. isamo policy of 

' ■ ■ •■■ ■■ ' ■ ■ ' ■ ■■■■ 

. m : . 

■ ■ ■■■ m ■ , ■ ■; e ■ ■ ... ■•v.- ■ ' " ■ ■ ■ ■ 
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helping the growth of pri vat o shipping, X'jas continued. It is 
apparent' that the J3G case vras treated as a case of indi'^/idual 
ahorration, ' ' " ' ■ 

Sven at the levol of an individuBl casGj the crininalitj?- 
was not' puhi'Shed at an econorilG and financial level. It was a 
fit case for penal nationalisation . xvhere, in order to satisfy the f 
■fprioal needs of law, a token norjinal conpensation (say of one rupos) 
would have been anply justified as both ©ivil and crininal cases 
were instituted against Dr, Teja and a huge .sin:' of expenditure was 
incurred in order to have hire oxtardited following hiis fleeing 


away^froD the country as his passport -vras not iiipoundei 


rr1 . 


Many 


M.P.s suggested such a course, particularly in the light of the 
25th 'ainendxient to the constitution. 


But the governnent chose not to ba vidicativc toi'/ards 
Dr, Taja and the ininister piloting the Bill went on to say that 
"if anything is due to Dr. Teja , m shouldnot take, up. a position 
that we -vail not pay it”. For this the governiimt was coapi^enentod 
■by an Industrialist M.P. , who said. 'that the- gova'mr:innt has done 
vdsely that they will bo giving the shareholders nearly ils, ^ crores 
in in ten instalnents. It nay be recollected, that this ■ 
conpensation was to be paid for a paid-up, capital, (probably ' 
including sone liberty ships ) of Ks,. 88 _ crores, . As, another M.P, 
pointed - 'out that' by this ■■•eonperisation proylsioh the government 
could satisfy those Who were.; escferQdeiy. apprehensive that following 
the 25th anendnent toit’liG'''CQhstit'u:tiony -the -governnent would 
expropriate private ip ropoi^ies 'without conpensation, - By this 
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^’nagnifieent exanijle'’ as rT.S.?, Salve, K.P. ijut it, it was 
denonstrated tliat-no such. dasi.gns existed. Even those who defrauded 
the nation, were spared ”vindlc tiveness", IJae JSC affair which 
I'/as CGnsidared "a monent-.of rdsplead faith in an i.ridi^'idual by 
government” was settled by £ 2 al-d.ng liberal compensation available, 
im argument was given that since the shares of Dr. Taja 


and Dr. Kulkundis were attached ’ 05 - the Bombay High Court and soma 


decrees had already been obtained while otters civil suits T-jere 
pending, the compensation ■'.all cone b£i.ck to the company or governnen' 
Since the money would flow back to the government, it was suggested 
that the shipping ministry has a vested interest in raaking the 
compensation provisionl It is apparent tl:at in this process, the 
liabilities of Dr, Taja against bho governi'ient would be cleared 
while Dr, .Tod’a ■^foetid pay notliing, nor the moneys allegedly stolon 
by him (even according to the governnent )■ would be recovered from 
him. IhQily the, principle that those •vrho defraud public money would 
be financia.l3^‘ penalised . • . was not accepte d. 

On the contrarjrj the private sector Wcos assured through 
rich liberal compensation that neither criminal acts nor the 
25th .itmendment .enabling very low-cost nationalisation would make the 
governnent take expropriatory steps. In this sense, the 
significance of the manner of take-over of the ISC went beyond the 
shipping sector. In those days of .apparent and frothy radicalism, 
such concrete gestures to private capital had' their silent 
affeefivenoss for not giving rise^. t.p mlsapprehonsions in the minds 
of private capitalists, . ; ' 


CT 



In smi, nationalisation of sMpping azid siiip fenildin:; rmios 
came about ■without2'genaral docision to tako-over oitrior any specific 
part of these activities or an.-es^licit onimciation of a set of 
circuristJincGS in which the state would, not leave those units in 

. ; ■ ■ V.. ■ ■ ■ % ■ “ ■ ■■■-' ■ ■ ■ 

private hands. All these takQ<a-over3 vrGrG based on nclhoc decisions 
coxicerning individual companies. In some cases, it was the need of 
defence wiiich prompted take-over. In other cases, it was either 
their non- viability or malfunctioning or cloasure or , as in the 
case of Jayanti Shipping . Company , a liigh order of fraud and mis- 


managenGnt, leading .alraost to bankruptcy, which forced the State to 
enter tte field. 

Both in case of share acquisition and nationalisation through 
an act of Parliament, the former owners, received a good value 
for tte shipping properties they lost Control over. So. much s.o that 
even in the case of JSG the former management which had. comaitted 
criminal breach of trust and misappropriation, a *non-vindic tive% 
liberal compensation vjas granted. To an extent it could have been 
so owing to the desire on the part of the govarnment to show that 
they wore not using tEic rights acquired under the 25th amendment to 
the Constitution to take oxpropriatory measures. 

The method of giving .huge financial assistance to private 
sector in order to encourage investment involves a groat deal of 
discreation, Ap^rt from invclTingfailure of judgemnt, such a policy 
may lead to ijjjafoprio ties- like favouritism which defeat the' 
objectives of the policy. This is a serious limitation of such a 
method of encouraging inya§feaents« / Building up of private industries 
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and otjior productive:, assets on t.iia basis oi" public fimds, as 




3cd in tl'io ease of shipping gives rise to a pattern of grove h. 


vhicll is analytically not dissinilar to vhat Sachs had callod the 

32 - 

Japaneeso pattern of public sector;, ., according to vhich public 




on-Gorprises aro ..SGt'-'up '■ ■ ‘ ■ in difficult 

■ they - 

inpertant areas and once they got gpin-g^re sold at conccssiona,! 
tqrns to private. managGnonts, In the ease of shtj/plngj it vas a 
stronger ease of the so-called .Japanecse model bo cauvso the ships 
vero acquired almost Gntirely with public resource and control fren 
the beginning vas in private hands , 

Such a .policy is liable to grave misuse . favouritisn and ' 
violation of objective administrative criteria -under extraneous 
considarations, . The case of layanti Shipping Coapany demonstrated 
this rather forcefully and led to a situation in which the xmblic 
resourcGs used for tEie purpose could be retriovod only bjl resorting 
to nationalisation. In "fiev of proven conpetence of -,,. public sector 
shipping by mid-sixties, the policy of following the essexicc of 
the Japanoeso pattern in sLiipping was hard to explain If flinctional 
terns. The Jayanti SEiipping Company case sho-v.’-s that hov t.ako-ovor 
nay have to be resorted to as a corroctivo for a policy of' supporting 
new ventures by public funds, in an adninist native culture susceptible 
to subjective influences. In brief, various cases of take-over of 
private shipping companies bring out the functional and non- 
ideological nature of mationalisation \daich in its micro ana short- 
run context remains a policy instrument of a private enterprise 
system. 


m 
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^ Nationalisation of I^gdtieerlng and other cori'Danies ” 

KAMaL NiiY^N EbmA 

Under the provisions of the Industrial Developnent 
and Regulation Act, 1951 and on account of specific problems 
faced by many companies, a nuiriber of companies, mostly 
belonging to the engineering sector, xirere brought under " 
public ownership and control. There were hardly any cases 
of the kind during the 19 50 Us and 1960^ s. During the 1970* s, 
this process of unit by unit take-over of’ engineering and 
other firns (except textiles) began in marked way and about 
45 conpanies were no.tionalised by 1980. In the first section 
of the present chapter, an account of these take-overs in 
its various aspects is presented. In the next section, an 
attempt is made to 'go into the factors, ; both specific to 
the units •oncerned and geners.1 ones relating to the sector 
or economy as a whole, which were related to those take-overs. 

■ ■ ^ , , ■ ■ J-u 

' In the course of .this .analysis^ it vill be our 
endeavour to show what were the -alternative policy options 
which were tried in order to deal x^ith the problems faced the 
engineering and other firms, 

A summary of various developments in the process of 

takijjig-avor of engineering and- other companies is presented 
% 

in .the Annexture at the end of the chapter. It can be 



- 2 


seen fron the profile that only three coei . monies, (one enrinr: orin -'j 

one footwear one for housing) were .acquired durin" the 

period 1950-1970. ^^.^11 the three take-over ware by T>).e".ns 

of share acquisition i.e. an edministrotive decision without 

the fanfare of publicity. With paid-un capital of w. 1 l:.kh 

Rs.l5 lakhs & Bs. 10 lakhs, and assets and turnoyer 'f cornp.arable 

amounts’ these trako-overs cannot be considered very significant. 

i'he h''using factory was set un in the joint-sector with 

technical collaboration with an Indo-Swedish firm with equal 

shareholding in 1953, Shortly thereafter the Government 

took over all the shares as th.e joint-sector arrangement 

1 

did not work satisf actoriiy. 


4in interesting case is that of two tannery and footwear 
units of British India corporation, (BIG) Kanpur, (hsio..’ s 
biggest concerns of its kind) \fhich were take-^n over in 
1969 as a result nf the mess in which the two units were 
placed by its •man’- gement. The units w^ere making losses » 
si.ace 1953^ As maintenance, replacement and modernisation 
of machinery,, equipment and plant vrere neglected, the units 
were- on the verge of closure. They had accumulated huge 
arrears of workers' dues and closure would have rendered 
about 2000 workers unemployed directly and ten thousand 
unemployed indirectly at a time when, in the wake of industrial 
recession, there were hardly any new openings available 


r- ... 
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for absorbing the workers,'" steep rise in the prices 
of raw materials, stores, eet. anh dearness allowance 
during 1965 and 1966 dealt’ crippling blows to the concerns.^ 
Since it wsis on the brink of a closure with huge unpaid 

dues of workers, and the CTOvernaent wanted to protect the 
ernployment of worker^, the units were bought a± a nordnal 
price of one IVupee with the State accepting the past, 
accumulated liabilities of payment to the workers. The 
main factor making for nationalisation of the comnany, 
however was the mismana.gement , which weakened its financial 
position, capital equipment and capacity to withstand 

fluctuations in' business prospects.'^ 

■ .'.w . 

The government had to intervene because in an industrial 

■area Kanpur and in the uncertain political situation towards 

5 

the close -of the sixties, it could not allow such large 
and Importront industrial units to shut down. Handing over 
to another private entrepreneur was difficult hecuuse it 
was likely to be very costly, time-consuming and uncertain, 
even if such entrepreneurs could be located w:io were willing 
to take-over so badly mauled unita^ Then, the stated 
commitment to ' socialisn^^ would have been badly exposed 
if the public ownership option was bypassed. . even in such 
cases when the private, ownership and management had failed 
so miserably and demon str.'.bly. 

Both Kathan Foundry and Hindustan Housing Factory 
were*reratiVGly small joint sector companies. The former 
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had to acquired as a r.esult of Integration of priricaljo 
into the Indiau Union which reoioved the forr er Kaharaj-:. 
had a in the corripany fron the |eehe#'7 


dtc to 


The process of state take-over of englneerins: and other 
firms (nr.inly o^te, automobiles, cycles, nharnaceuticals 
and engineering supplying inanuf actured interciediate ’^co^s 
to various industries) really began as a regular feature- 
of industrial scene after 1970. number, of units In each 
year were conpuls;'rily acquired by the State during 1971- 
1980. The total number of such units (excluding the 21 
companies Oissocia^ted with Bird and Company in which the 
State reauired interest to varying extents depending upon 
the stakes held by Bird and Corapany in, them) was 45. In 
terms of various financial indicators, the size of St'-^to 
entry into this sector by aeans of tfike-over of ailing and 
other p robins - ridden units can be seen from the followinr 
exhibit* " ' . : 





S.Ko. Indicator IIo, of c::-mp?.nies for 'Value (in Rs. Croresf^ 

which data, was 
e,vailable. 


i. Paidup Capital 

43 

72.4613 

2. Net Worth 

i 2 

87.4886 

3, Fixed 44 s sets 

31 

163,0183 

4. Turnover - 

26 

263.8218 

5. Compensation or 



Gonsideration 

39 

113.5826' 


♦during or oat the end of different years 
to which the data relate* 

♦'^‘Excluding. management take-Dver compensation. 

It can he seen that given the highly capital-intensive 

nature of the engineering industry and its iBipressive growth 

since 1950, the take-over of these units with over Rs. 72 

crores of paid-up capital (which would he just under one: 

percent of the total invested cauita.! in engineering 

industries, let a alone other nii sc ellan ecus included in 

our 45 taken-over units) .was not a capable of giving the take-ovei 

sector any prominent place in the total engineering industry. ^ 

The fact that except for a handful of companies e.g. (Indian 

Copper and It«.gan. Jute Machinery rand some subsidiaries of 
Balmer Lawrie), none of the companies was in an operationally 
strong position suggests that only by making fresh capital 
investments could the taken-over sector be made an important 
operational component of the engineering, and alii ed -Industri es. 



’ " i'lor was ' the turn-over of the tak 

significant part of total eragineering 
either , to give the Governnent a capao 
intervene in th'S engineering goods, in 
of its . directly controlled prcduction 


en o V e r c o.: : p a n i 8 s a ny 
out-'-^ut (under 3;l) 
ity to d ecislvoly 


dustiies by oeans 
caToacity or tc enable 


it to earn sizeable surplus. Hox-j-- ever, there was the 
factor of prospective significance after rehabilltion -of 

■ -'H ' ■ . 

V ■ V 

these unit 3 _ owing to the fi.(;t that these- units were producing 
corinocli tTes'’h?nich'"w ere ■■ very 'slanifi-cftnt in-their. linkages 
effect for the entire industrial sector. 


The CO vorage- c-f : the infhriaatiQn '-that we have with 
respect 'to paid up copitali networth,. :asscts, turn-over 
arid coripcnsati'Mi is' not comparable because the Infornation 
relates to different ' number of units -for aiffer.ent points 
and periods of tine as also because- of the f-' ct the 
information under various heads does not relatcj to the 
seine units. How'ev&r,non the basis .;f: limit od data available, 
it can be said that compensation for >39. units v-as over 15S 
percent of 'the paid up capital for 43 units.r^O 

No uniform set of principles coiilcf have been applied 
in the determination of comp ensatieri'iop ^ the price of 
shares in the case of share acquisition. ’This is because, 
among other things the process of take-over w-is' spread over 
a long period and was undertaken by different ministries. 
Moreover, the reason^ for' take-over were also' widely 
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different o.ncl there was no possibility of aoolying any 
uniforra set of criteria. For exanvue, in tne case of one 
ccnpany the liability accepted by the succ€:-,ssor public 
sector company included the worker’^ s outstanding dues of 
the order of about Rs. 5 lakhs-. Hence only a taken payment 
of Bs. 1/- Was made to the former owners i;e, British India 
Corporation. • 

■■ There were seme other cases when conpensation was 
determined p.-xith reference to the networth while in other 
Ccises a negotiated amount was arrived at for transferring 
the company to government control. What dppears an important 
thing is that In these decisions importance did not seem to 
have been given to the determination of comp ensc.tion amount 
iixith a viexx to Liinimise the pa^/ment liability to the Govern-# 
ment. This was partly on account of the legal position 
stipulated in the Constitution and reinforced by many 
judicial pronouncerients concerning transfer of .and compens- 
ation for operating assets and business under the due process 
of law.^^ , . . . ■ 

In, the engineering and' metal works sector we have the 
• interesting Ccise of Metal Corporation of India (MCI) for 
which the compensation issue lingered on for a very long 
period. MCI faced shortage of finance reauired for iapleraen- 
ting the license obtained in ,1960 for setting up zinc sraelter 
on account of considerable increases in project cost and non- 
viability of the original project. This forced the 
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to 

govornment of India/decide to take-over the ccDpany in 

1965 id th a vievf to exploit zinc-lead deijosits, it. the 

country. The MCI (Acquisition of JJnder taking) ^ict, 1965 

was declared void by tne Punjab High Court on ground of the 

failure of the compensation pro vision to pass the test of 

being a ’’just equivalent cf the properties acquired,” and 

( 12 '> 

was upheld by the Suprerie Court. 

In terns of a fresh law passed by the Farlianient -oitli 

retrospective effect in order to sustain the cor.ipulsoi’' 

acquisition of MCI, the assets of the company were to be 

assessed for deternining the compensation e.inount. Ultimately, 

the issue was referred to a one-man Tribunal in 1971, whose 

tenure had to be extended up to 1977 though it cou^g not 

13 

arrive- at any decision. The company's claims for connensation 
stood at lis. 101.80 cr.vrcs, which is over 50 times the actual 
compensation (or amount) paid to the company in 1976 in terms 
of a fresh law enacted for the purpose, This became possible 
following the const! tutionaluamendment which dispense.! with 
the need for judicial review of compensation as just equivalent 
¥hat is highlighted by this long-drawn case is, on the one 
hadd, the failure of the government to fix an appropriate 
amount in the Act itself^^and, on the other, the cost, delay, 
uncertainty and consequent increase in the amount of management 
■compensation (exceeding 10 .- 1,22 crores as comiTare^i to 



Hs. 1.98 crores by way of final acquisition conpensation) on 
account of prolonged litigation, ana administrative efforts 
in completing the process take-over (the compensation Tribunal 
worked for over 6 years without sorting out the issues) ■ 

There was also an interesting case of Lagan Jute 
Machinery Ltd. which had to be acquired .from a Belfast based 
company of Northern Ireland, Take-over became essential 
because the company did not want to subrait to Foreign Exchange 
Regulation 4ct. Here the amount of Rs. 1.30 crores which was 
paid to the ccrapany for share acquisition. was a very reasonable 
sum considering the va.lue of assets,, .PUG .or profit-making 
capacity of thecompany as there was a constant introduction 
of better Jute mill machinery by the company. This was 
mainly bec.ause of the fact that the foreign interests involved, 
were keen to move out of the country and were nost interested ■ 
in selling their interest to private Indians. There were also 
cases when some co’Jipanies were acquired because these were 
subsidi.aries of taken-over parent company. In such cases 
n'-;. separate conpensation payment was required. 

..In sum, as a result of these, take-overs, the ownership 
structure of the engineering industry did not change in 
a marked manner. Rfter all, of the total number of over 
25 thousand engineering factories, 8 big and small operating 
in 1978 the total number of central government public 
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sector units (including fresh investnont based uni us) lid 

ift 

not exceed 61 at the end of 1980. However, in tnis sector, 
the proportion- of taken-over conpardes to public entre':>rGneii-rife.l 
units is fairlj impressive, being 18 out. of 61, 


II 

were so many Gompanies, mainly 'belonging to 

engineering industry, taken over during the 1970s? It has 

been contended that ’’since 1971 there were a series cf 

nationalisations and take^^over” and that "theu'e was an element 

of arbitrariness in the actions of the State which made the 

19 

capitalists uncomfortable , " if this contention is valid, 
it would mean that po3.1tice.l caprice, corapulsion or manipulation 
without any systaiatic, basis in the sphere of industrial 
regulation or in the economic and financial position of the 
units ccacerned or their .rolo in the Industrial structure of 
the econorsy had much to do with the decision to take-over 
these units. Detailed scrutiny of the financial and ecoaonic 
position of the units prior to their take-over, particularly 
on the eve of the transfer, their relationship with public 
agencies in terms of various economic laws and regulati.-ns, 
ther- staled reasons for thei.r take-over an-d the commonality 

found in various individual, cases of tBke-o:ler''iia.rrdl 2 ^''p.lQvld§ 
any pevidei^eeT^for. co n slider l.i^g theso-t.h,kc-oyers as arbitrary. In 

the fplloT^lng-pWC present, ah analy^pl-s .of .. various .factors relatin.g 

tq |^e■^,engi^;lee|ln:' and.o.jther^-lDits .c-oncGrned.as,.wGll as economy-'Wedi^ 

^ : •— ■, *' p 

^ M 

factors which played, a part in the take-over ( 
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of these units. 

These 45 cases of take-over of engineering and 
other conipanies can he grouped into several categories 
in order to highlight the factors which contributed to 
their State acquisition. . . 

(a) Many of then were very oldj mainly British, 
engineering cempanies set up a long-time ago vrith 
a view to produce iraportant coraponents and rnaci^nery 
for railways, defence, shipping, tel econniuni Rations 
hea‘</y construction equipment, etc. The beginning of 

the companies can bo traced back to Mghteenth and 

20 '■ ' 

Nineteenth centuries, A good number of those were 
located ■ in West Bengal and Mahai-sshtra. These 
companies became sick mainly because of the neglect 
of maintenance and replacement. Two additional factors 
contributed to their decline and subsequent take-over. 
First, the recession in the form of loss of orders, 
high prices, non-availability of raw materials and 
components, mounting losses, neglect of replacement 
and maintalncnc% rising wage- bill' (on account of rising 
prices) and industrial unrest etc. 4s a major general 
crisis, the recession made many units non- viable, 

^ -p V . /.-''p:,;. P'd,''p^'''.P. 

■'-■'''PP"':''''''dP''d'b';'^^ >V'^':';:.VP' :: P:;.;dP::P..:P 

'^;''PpPPdP^oP.',;''''0:;PO,P:Pd::PO^^ ^ . P /'■ P'''P:: P^/''■V^P\'■ ■ pd':'' 'gbP \;',d 
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aGc. ;nc,, GiGny of theee units were un;ier the c ''ntroi. 
r clri L.i \?'G sLii^ilx i or Gi gn 1 nvesto r s ns coninciroci to l-er^e 
MiA'Os. The neglect of, these units and sale of nany such 
units to Indians suggest that in the changed political and 
econordc context, this segrrent of foreign canital thought 
it prudent to bow out, or, at least nqt increase their 

*^tcv.q vj.s in j ndxa» 

(b) Then there were conpani es which were set up with 
Governnent participation either at the Central of the 
State level but had to be take n-over because future needs 
for finances for expansion could not be mobilised, except 
by exclusive reliaQce on public funds or joint sector 
eiii^nt '-‘rrcingerients did not work smoothly, Hindustan 

Housing Factory, Kahan Foundry, Fet-^lqf>T’'^r, ■Tt.a r, 

-^rauing Corporation. 

cane under this cat ego ry» 


(e) Tnere weris also some oomnanles which have recently 
hoen set up to supply soae Important conponents or materials 
to newly coning up steel, engineering ana power plants. 
Becauso the orlvate owners could not run them properly 
while these units wore of critical Inportanoe to the econony, 
they had to be brought under state ownership and control. 
...Sian Ilafrjctorles, Indian Hrebrlcks & Insulation, issam 
sllllmanite etc. belong to this group. Bokaro Steel plant 
found Its experience of obtaining refractories for Its first 
stage fron Aslan aefactories exe.speratl„g. Hence. Its takelv 
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and irierger witri Bekaro Steel Ltd* 1974* 

(d) Beicco. Lawrie, Steel containers, Bridge & Ecof Co., 
a number of subsidiaries of Bird & Co, ?.nd Sen-iielei gh, 

IISGO Stanton Pipe & Foundry, stc,. are examples of ccnseuent- 
ial take-over. . 

C e) The Indian Copper Corporation was the cose of a policy 
based take-over, net necessitated by either poor financial 
results shown by the conpany or its mi s-nanagenent or because 
of running down of its plant and i.iachinery. It was based eon 
the need to replace private raonopoly control over a scarce and 
critical comiaodity whose future plo.nning and ieveloprasnt was 
thought to- be best ensured under public ownership. This 
was a case of an attecipt to end pri vate none joly i® €i.n 
isportant area and for the positive purpose of bringing about 
systenatic conservation and integratea developnent of copper 
nines in a scientific manner. This sterling corapjany held 
nining leases over about 17 thousand acres for copper ninerols 
and for about 5 thousand . acres. Obviously, integrated develo- 
pment of mining cf these key metals was facilitated by the 
take-over of ICC. 

(f) There was the case of ei foreign company from, a snail 
capitalist country which did not want to dilute sh-re holding 
under Foreign Exchange Regulation <kct and decided to pot 
out^by selling Its share holding to the government and 




d sell nee: to sell its share holding to varicis 
which had shown interest in e-cquiring it. 


-j ri Wit e 


0 tties, 


(g) Then, there is the case of five- gut e nills vvhicn na... 
to be taken,ov^^r bscauso oT the specific r-.iroblerns of inoiustrial 
sickness which became aopli cable to the jute industry. 


(h) Tie also have the. case of two pharmaceutical and 
ehemical com;,!anies where poor finance, continuous losses, 
poor Eiana gen ent, inability to keep the units running and 
failure tc revive the companies either through appointment of 
Government Directors of by r.e;.nsof loan from Industrial 
deconstruction Corporation, left no option available save 
their take-over. For one company, even, the books of 

account were heavily in arrear and statutory audit was 

- 22 
delayeu and many defects w-re found in their accounts. " 

(i) There is the case of Maruti limited, vjhich is a 
classic case by itself of taking over a nhs-advanture 
initiated by someone who was not only close Vi the highest . 
political authority in the country but had batalh,ated 
himself into a position of formidable political powers 

The unit which was under liquidiation and for which orders 
f'jr winding up had been issued was taken-over by the 
g'jvernnent mainly with a view to make use of existing 
Infrastructure created but which . could not be^sustained or 
utilisei for a variety of' re -sons. 



C ^)i Tliere is the case of two bicycle Eianufacturing units, 
one of theiu contrcllecl by one of the biggest monopoly houses 
in the country and the other a very respectable brand name 
in the fiel€, which had to be taken-ov-r for ensuring continuity 
in the production caiased by poor managenent , worsening fiancial 
ratios and the declined resource-base owing to poor nanager.ent. 

It is apparent from the above account that the ria ferity 
of these companies had became non- viable, were making heavy 
losses, were closed, became insolvent and/or had gone into 
.liquidation, />one of them were in arrears with respect to 
timely preparation of theif accounts and audit. Nor were 
they able to follow some other requirements of the company 
law. Their plant and equipment were net properly maintained. 
Owing to loss of markets, , low-profitability, reduced interest 
of their foreign controllers in these companiesls operation ■ 
in India, emergence of stronger, bigger and technetlogically 
more advanced conpetl.jbors both in the public and private 
sectors. Timely and adequate replacement and modernisation 
of plant and equipment also suffered. These units did not 
have any worthwhile li & D outfits of their own and in a 
competitive and quickly advancing field like engineering, 
it is difficult to survive without constant technological .3 
■upgradation based on one* s own efforts and resources, ■ 
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MlsnanageTaent was often cited as a reason for 
the ailvnents, which' stripped these coripanies. This is both 
an easy ancl a .difficult propoation to .anralyse,^ "The causes 
of iUchar.dsonoand-'Crucidas and 4icock 4shdown, vrher.i. iid s-ioanoeEient, 
fiananclal and 'Other irregularities and fraudulent practices 
were seen, are .attrihutahle to n change of manage!.' ent whose 
interest seemed to centre 'away from production, and technological 
and mangerial excellence. It seems to be a case of reenergence 
of soraer crude prac^ces which survived the defactc abolition ' 
of famiilial nanaging.^^f the ex-post, actual situation of 
the companies is taken into accounts the charge of misnangement 
is self-evident, except for one caveat, At tines, external 
factors beyond the Eana'gementf s control and forebearance 
or some random, accidental factors or events or some serious 
mishap like the one which r occurred in the case of Mandya 
^^ational Taper Mill or non- viability of the project itself 
as in the case of.Metnl Corporation of India, or sene 
national or international political event like Indo-lak 
liar, may put an enterprise into an unenvious position. 


r 


The industrisil; recession of mirl-sixti es, accompanied 5 
by economic crises caused by severe drought and the fiasco 
of devaluation of 1967 may be treated as external nacro econoirlc 
shocks which led to a situation beyond repair or redemption 
by the managnents of these firms. Such genreal factors I 



impinge .hard on some units, either owing to their specific 
character !iia.king them milnerable or ovang to the weakness of 
its managenearjM^'caoabilities in crises raangement. For 
example, companies prouuciffi^ ^nods for railways (like wagon 
manufacturing units) and other government a.gencies faced 

loss of orders as the government reduced orders o'vring to 

■ ’ ’ • . 26 , ■ 

difficulties in raising requisite plan finances. The 

prices offered by government agencies were' a.lso found : 

inadequate by many companies. Burn & Go. and Indian Standard 
I'lagon Ltd,, e.g., w:ere corapanies which faced such problems. 

In any case, during the period of recession a generalized 
demand deficiency faces many industrial units siraultaneously 
and becemes mutually reinforcing. ■ The old engineering units 
were hard put to' bear the brunt of the recession particularly 
because these old plants were largely making supplies to 
public agencies and were apparently unable to cope vdth the 
competition of technologically e.d vane ed newer units, 4. 
situation of recession, leading to closures a.nd cuts in 
productirui worsens industrial relations which further 
contribute to the difficulties in meetin.g the normally# 
expected rates of return by the corporate owners from ■ 
these companies. 

The case of The Indian Iron and St pel Co. Ltd., 
shows' quite clearly the role of recession and labour" 
relations, particularly in view of. the prevailing political 






situation in ''■Jest Bengal in compounding the 
caused by rai s^ianoeclent and irregularities, 
nalntained that ’’Production ana ciisp^ tshes ' 

as a result of the recession in the sconony 
27 ■ 

indiscipline.”. 


n ro bl 60 s 
It was 
d ccli n e. 1 
an-' la bout 


4 longwith these time- specific problems, the coKi-'iatiy 

suffered on account of rising production costs "not compensated 
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by increases in selling prices of finished products.” 

To this was fdded the recurrent problem of inf erior and ; . 

inadequate coal supply. The run-down conditions of the 
pla.nt also raised the cost of production of IISCO and thus 
lox-rerad ■ profitability . Often capacity utilisation was . as ■ 
low as 60 per cent. Thus recessions hit II SCO particularly ‘ 
hard ^-.s it - was a weak and - badly managed, uni t. * 


Similarly in 1966, there was a subs ta.ntiEil re-iuction 
in the turnover of Bridge and Roof Company ”due to the impact 
of recession in the structural a,n'-i civil en.g'ineering business 
4s the recession was accompanied by sharp price incre<ases, 
le£-iding to cost-push, while orders oould be obtained by 
the engineering firms only at very competitive rates, giving 
small margins, subsequent reviVcal of production was not 
accompanied by commensurate profits. In f-act, rising cost 
of living index for industrial. workers hampered industrial 



peace and these concerns could not he adequately revived* 

■Ilhile the financi,al, operational, labour relations, 
orcler book and technical condition of these comuanies was, 
by and large, reaching a critically low level, the comiiodi ties 
produced by these companies, capital, and intermediate goods, . 
machinery and equipment etc|. were of \d.tal importance to the 
domestic economy and in certain cases like those of wagon' 
manufacturers and production of pig iron for meeting export 
obligations. If public and private investment in the industry 
had created adequate fresh capacity with advance technology ; 
privinding alternative sources of regualr supoly it could' 
possibly have not mattered so much to cl(5se down the ailing 
units. But public investment in these branches of engineering 
co'uld not grow at levels enunciated in the plans, particularly 

according to the .logic of the second five year plan model of 
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high priority to basic and capital goocis industries. In 
any case, not only production, but protection of the employment 
available in these units was also a high priority objective, 
particularly on account of its political weight. 

The only exception to- such- compulsive acts of 
nationalisation which hardly left any other feasible source 
of action open save nationalisation was. the case of Indian 
Copper, Here was a case in which public ownership and control, 
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for a widely hold sterling company was prefemd t- continuod r* 
private control and rianagGnient for the only private unit in 
copper ainin- o.nd production. Gitentho ianortanc ~f c'"-.. or, 
in 1972 aap&genent of the ccn.jany was acQUircl by the c-'O/.^rniicnt 
in orch:'!- to "conserve our copper rescurces” and "exploit in 
a scientific and rational nanner, to the riaxinun a'^anta-'o to 
tile nation, the copper deposits in the Sinchbhuro bolt in the 
state of Bihar", with a specific "aiir. to achieve a cut-oo'f ! 

grade of something like 0.5 per cent" 'against tho; pr^.vaient f* 

cut-off grade so far as copper ore is concerned of over 1,8 
per cent and an avt-rage laillingygr&de' of over 2 oer cent d 

maintained by the private cotioany. "'This ’was a co,3e of cansciO'-is' 
preference of public ownership .-over privotte in order t- 
ensure integrated • scientific use of a scarce resource* 


The other cc-. ses of take-over viewed nati'^nali so ti on 
as a method of retrieving and sustaining ailing and/or closed 
enterprises' in view of their importance . There was no 
.systematic policy which the government had devised so fa.r 
■ for dealing/ irfth the 'natural caoitalist process of decay and 
■demise of mid, outdated, technologically backward and 
/inahcia'lly insolvent enterprises particularly, in the 
wake of recessionary conditions. Given the Indian situation 
in which alternative pounces for the supnly gf . th.es e 
products and for th-e absorbing the labour force rotrenchod 



were not eraergiag, the government could, not think of anything 
else but to assume the rosponsibility itself which was in 
keeping with the statist policy perspective adopted since 
1950s i 

In classical cases of capitalist development, the process 
of concentration of capital in fewer, larg’e masses of capital 
and maintenance of a reserve army of labour require some 
smaller or less effective firms to go insolvent and out of 
business. These dying capitals are acquired by larger firms, , 
growing into monopolies and the labour force working in 
these units become unemployed to swell the reserve array of 
labour. In the case of India' s post-colonial, state- supported, 
non-dynamic capitalism with a plural capitalist dGEiocracy, 
neither the concentration of capital by subsuming units 
threatened by insolvency, nor svielling the rs^nks of unemployed 
by adding to it tho se- who were" already €mpl0yed (in addition 
to millions v/aitin,g for their first employment) were accentable. 
Such a course did not seem to make either political or 
economic sense. For the concentration process, a number 
of other more, powerful and effective methods like state 
support, technical-financial colloboration with foreign 
capital, narrow size of the market giving market dominance 
to existing firms etc, were available, fixi sting backlog 
of unemployment and the rate .at which the natural and 
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rrction 


■pr': 


W'Sr ^ 


.u> 


the 


'ial' 


aray seen&f. to nake retreiiciiEierits- .. 
for the ourposG. 


unn e c e s g spry r:’ ci r: 


The o.il8r:ir'ia facing thv.: Govern::; ent pjas that, pa the 
one hane, these units vjerc in a poor state of iieo.lth -.nh 
recuireh a gooeV deal of nursing :at ttpchnicail, financial 
and managerial level ana, on the ether hand, they h:';:’ a areat 
deal of im.prrtance, p::..rticularly in the short-run, for the 
econony. Some units, specific-dly set uo for supplying 
some ir,.port:a.nt inputs for steel plants, prjwer plants, jute 
mills andmeny engineering factories were unaole to discharge 
thest; tasks, satisf ■■ ctorily But continued supply of their 
products, Wros- -dbviously nticessity for the oconomy. , Tnrough 
management take-over, public efforts and resources 

„ ( ohysi.cal , human and" finan':'ia.l) huve gone Into revipring 
these'.'Units and for putting then back on tha rails. 


■ ; ' 'dhat was to be clone to the units which vrervi restorcxl 

to sound functioning by the dev’ice of mnagemont ta,ke-;ovar? 
ilestoring them 'back to erstxjhile owners woul.l havc been less 
just'- because public efforts and resources ha:: gone into 
them to a considerable extent and taanagenent ccmr'ens.ution 
ho.d:.-been' paid: to- the former managements (as though r:ranag.^-^m£nt 

I 

is not a resp :'nsibility but a nriviloget). In fact, as c* , 
result of the interventions, made by State in revitalizing 
those units, the assets and . profit-,. bility pros :,(«cts, of 
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those coripanl os brought compulsorily unciwr public rianagornent 
hEcl improvso. Rostering those unit to their former inanageiiGsM 
nts \moulh orricunt gifting public rt sources to private 
industries for tneir penali sable action and without any 
assurance of nc n-recurrence of similar .deleterious. 

In fact, some M.P.s wanted that the fact of shoring 

up the assets and profitability of these units by GovernmGnt 

mahagement should be taken into account in deterninlg the 

compensation to be paid to the former owners at the time 

of the public acquisition of these companies. For instance, , 

at the time of the final take-over of II SCO after about 

five years of management take-over, some M.P.s pointed out 

that by the policy of pieceraeal (l.e, in many stages) 

take-oVcr was self-def eating as the r astro ed sound functioning 

of these units had Increased the compensation liability- of 

the government. This policy was dubbed as one of baby-sitting 
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for hospitalized industries. 

In the case of II SCO, it was pointed out th;.;t in 
-addition to Rs. 23 creres paid by way of management compensati- 
on, Bs. 55 crores wore spent in 1973 on rehabilitation -and a 
further sum of h. 20 crores was required for modernisation 
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of .the cpmpc-.ny’* s machinery. In fact, aft^r management 
acquisition, profits were shewn for three years by the company 
, during 1972-73 to 1974-75. The methodology of nublic aequisi- 
tio^i ' 

V oddd'' ao'"' :d .7 h-q-'p-qpbp-';; q' 

'V..dqa'''db-^ ,;dv b.'d.':''';d,:q'aV:'qq'3.-:v:''a:-q :-gp;; ■Vioq: b b.'q';::,.:'..'\v'q, -.q pG', qb^ './.'b'^:; bqb' b;;.;v, -;)qvb:; 
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in 


ges, det£rmitiSi.tion cf compensation i.-ithcut re:p.r'’ t- 


the role of onbiic agencies ant the practice o; 




compensation for discharging the management function s-ar. 
to compromise the significance of transfer cf private 
productive" assets to public agencies. 


Even the option of their final acquisiti'n iovr lvid 
some risks in the sense that the units might not be able 
to cross the hump, Apart from bringing bad name to public 
agencies for the failure to revive the units, the pr-' soects 
of financial losses would also have to be given some wcigbli 
in taking' a decision about the fate of sick units, particularly 
after their manai^^-enent ■ take-over. In fact, many of the taken- 
over enterorises continued, to make losses as the Table below 
shews. 

It can be seen that the cumulative losses for the 
fire year period (1975-76 to 1979-80} czeeeded, in many 
cases, the total assets of these companies at the time cf 
thafcr take-over. It may be inferred that even the private 
enterpreneurs might have been able to foresee the dwindled 
profit-making prospects of these companies and that the 
sickness of these units was not a matter of cyclical 
downturns in their fortunes. Hence it should be fairly 
realistic to as.Hume that not much pressure or ^bbying 

O' .... . .:. i- .. ' . ■ ■" ■ .■ m: 


would have come from the former owners in order to block 
the final government acquisition of these companies, 

lie need not go into a detailed analysis of industrial 
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sickness, Bven so, it is clear that wj.despread industrial 
sickness, particularly in traditional Indus, tries, and in the 
engineering sector for the older units and on account of 
severe adverse impact of recession on capital- goodd producing 
industries, as witnessed aft or mid 1960^3 , was not anticipated 
by the authorities concerned with industrial regulation and 
nanageanent of the economy. Hence, some adhcc approaches 
were adopted. These consisted, as our study of 45 taken-cver 
engineering and miscellaneous shows, in the main, of increased 
and concessional lending by public financial institutions;, 
financial, managescntand technical interventions by the 
Industrial Iieconstruction Corporation; stricter enforcement 
of the provisions of the Company Law in cases where improper 
or Ineffective management practices were found to be 
contributing to industrial sickness and application of the 
provisions of the Industrial Development and Regulation 4ct, 
1951, particularly by ordering enquiries and appointments 
of government authorised directors, and management take-over 
for varying periods, of going even up ,to 7 to 8 years. 

One can think of some other alternatives, like mergers 
of either a voluntary, or a compulsory basis with some well-man' 
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stronger unlts.j 'Eay bo by means of some fisco.l or other 


inceativej;^ relaxcotion of seme '-’f the eco-nor.ic re 


like price controls or labour laws or 
public investnient in order to quickly 


tax- concess: niSj increased 
xe'd-ve tlie ec:noi-y 


from r ec ession / etc . 


In the case of the units discussed in this chapter, 

I did not corex- across evidence sho-vrine that the measures 
described above were tried, Bone cf these measures like 
mergers with viable, stronger units under governmental 
stimulation were started at a later stage but failed to 
evoke much response, /^t times, proposals for mergers Wj.th 
bilger companies may come in . c.,,nflict with other aims 
of public policies and lavrs. For example, whon the 4sian 
iief ra^tori es plant was put on auction by the Court, the 

offer by a coiripa..ny belonging to; a MHTP Act business house 
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was not accepted on account of anti -monopoly consideration. 

Evaluation of policy options, in such cases, becomes very 


difficult on account of a complex mosaic of considerati: ns. 
For iastance, wen before the time the- Asian uef ractori as 


plant xvent into commercial production, GOrU has rf'c-arp-cpdo 
the setting up a public sector refractories pint. this 
recommendation been hesvled ..to, by the time the Asian Refractories 
ran into trouble, a public sector alternative would have 
emerged, , . , . , ' ■ 



4ttenptiag things like prevention of excessive diversi- 
fication by old, establishec. firms during their better days 
to more profitable, dynamic ■ and technologically advancing 
industries has not been attempted. This is a clear case of 
conflict bet-ween private ends (seeking greater profit earning 
opportunities by reinvesting in nev/er industries) and public 
ends (reinvesting in those tradi'tlonal industries where surpluses 
are earned, ’’keeping capital constant”, as these industries 
are socially important).' This can be seen as a normal market 
economy process of re-organisatioh of capita.1. In such a. 
context, it would normally be difficult to expect large and 
growing concerns to agree to saddle themselves with the ■ 

responsibilities of decadent concerns. 

Since- thor-e was liardly any worthwhile monitoring of 
the performance of Individual entorpri ses,., generally advance 
notice of impeding sickness was not available. Relaxation 
of controls and texation could then be too late, . In any 
case, it is very difficult . to, make such selective relaxations 
and the danger of healthy units getting greater advantage of 
these relaxations, xirorsening the competitive position of the 
unhealthy units, also cannot be overlooked. 

This is in addition to the forces of the factors 
which necesSJUi.t@a controls and 'curbs on the industries 
in question. In any ease, subsidisation schemes of this 
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kind clO; not work for long, except for pcstooning tr: loy n 

reckoning particularly in view of poor rnanp; ger^enu (wnetner 
inlxerently so or deliberatly) technolcyiical, ->1 sol esc one . , 
adverse rriarket . conditions and ceteri-' rating inlusr .101 
relations. 


■ The method of manegeioecfc take-o\*er, wnich v.ras '.rovioed 
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for in the InGiustrlal Developu-ent and liegulati-'oa let ‘"was 

direct and gave the Government the necessary powers and 

onpertuni ties for putting the ho'Usein order for those undertexklngs, 

though it could come quite late .when substantial harm has been 

caused, ^.t times, it was net possible to acquire management 

control without completing,.- a formal investigation. Though 


necessary, it could cause a loss of valuable tine. Since 
the experience of appointing some government directors 'on 
the Boards of the compani ,:.s did not turn >u.t to be effective, 
(as effective control still remained with former owners) 
management take-over was preferred. 4s seen abox^e, after 
nanag'ement take-over and revival with xjublic efforts and 
resources, it become very difficult and embarassing for a 
Government with statist attitudes and socialist rhetory to 
handover the companies back to the defaulting and proven 
ineffective management. The consequences of such take-over 
were not always and nee disturbing and inimical to 
the former managements a.t -least in the short-run. This was 
particulalsrly so in view of the provision of management 



compensation to the former managonents* For being absolved 
of the function and responsibility of management, a certain 
compensation was paid by those who undertook-' the task of 
inanagement for correcting various sins of consmission and omission 
by the former managemeht si The irony of the arragement was 
lest as management appeared to be considered a lucrative 
privilsge based on ownership rather than proven functional 
competence and hence its acquisition was compe^satedi 

However^' for the private sector as a whole, the 

consequences of take-over could be adverse, particularly 

over a longer .period. This could be partly on account of the 

ideolo,gical fall-out of these take-overs and partly on account 

of the growth of the public sector.. Hence, many fora of 

business and industry expressed apprehensions and protests, 

particulrly when the units were not handled back to the 

4f! 

erstwhile owners. But the overall political economy of 
the day and narrower economic, financial and administrative 
facte^ save rise to a till to in favour of nationalisation. 


lJ Clt - M 



P... ^ rtu. ■ TTT -If 

X .v' ' wuXi.C . '-w* ^ ».-X ' XXi* - » < 

Boole of pp.bltc S-,oOj: 
^■ia’Do.v, 1973, p. 376. 


A-' - ■':jO 




1981, 7 


Ibid, 


3oui0£. '.'- 3u jcb 3xch:ji.ngo , Cffici-j.1 Di’ ' 
(iii)p. 25o00. 

Fr.;.rib8l, T, IdAU-^s Political. 


1 1’'- i —it. 


Not only vile liVc.ai R..>so:i.ution, bno^ r 

ot pLiw Cja-'*!',.. 01. o 3 S oplXO ^ SwCl,^l.l»>i 

to the fir- os the slogan of tho .rnling 
?.d- t^'. Ibld^. 

Sstimat-ts Committ--8, Fo. une-j 13th Rs.-oro, C,).o„t, 


Cimoter lY, P. 28 and o^inistr;- ,.f FonLic j 

Oil the wording of Industrial end Coaoi*i’of-.l“tJli“dirih 



ig| 

3 

rTdss 

««o^x * ■ . 


« 

w . 

1 ^ « 

Dur 

ang 


1977-7 

8, ths 

:T 

A. 

were 

wor 

kin 

E 

WX ■■JLX 

' ‘ #.V W'J A ■;„>. 

k T- 

«o 

1 

V %i 

Ca , 

cihd 

•' IhY 

*3 S'X0C1 

c units 

a 


of ■ 

Rs 

fs,c 

4- Yj 

•? T 

J 

^'Dro-'-n 

■C t .Ivo 

c 

a 

pil 

1 

inv 

'■'5S^ 


1/ C.1 ;>1 

loiX’l ;■ Ox^- 

R 

e; 

41 

35 

of 

3ta,. 

't' 


1981. 


-rk 

3 SOC X ' 


.O’^.'.'.L focfcori -3 


o '■- 3 , -lOnCi -•'Ool- 
?ic..n n.re _r -r inf 


u-'-iig 


I98O-.8I5 she compound rats v;x :_p:>wol.. ^,.■f T:i£l:iOi*"ing 
industry was 4,8 p^^rcent per ar-umt*, is --gaXst h .1 
pu^cent for all nuinuf o-ctur i.ng , Ibid, o.^-- 9, 

lurriovor of -^-ngin^sring Industry in l'^77-70 was 
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Sxpr^osing the deflatv^d valu„-S 'of tho f igi./, -.-s r. n 
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varl,-:;.blss .InYolved, , , 
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incr«as.-.d by only 1,7 oo-fcant in 1966^67 and thera 
was hardlv any grwjtli (0,3 percent) in 1967-68. This 
shc^,i'’p decclv.raiion v.us accDm;.-uni-..d by an incraasv. In 
unutilitsiid cd. pacity in a niimber of industries, Svem 
then the std.gnaii,..n WciS nob gwria:^al. It was m^st 
pr ..nouricar] in c-.-rt-aon capital gvcds industries." GOIj 
Fourth Five Y.a’’ Plan, Faw D.;.-lhi 3 p,78. The- CDUpoiuid 
gr u7>r^inHu^ i declined, f^om 7,66 percent 
during 1951-60 tw 1,22 percent during 1965-68^ 

Sandesara, J.G. ’Industrial Growth in India, ?,,riorina,nc6 
and ProspBccs' in Indian Economic Journal, Oct-Doc,, 
1982, p. 121. — " — 

Annual Hepxct for the ^'oar ending 30th Juno 1971 1 
Smith, Stani' treat & Go. Ltd. 

A Special Correspondent of Sconomic Times (December 
24,. 1980) reported that g i o f demand 
far ;:assan,g'wr cars bn India and , its grox-rth, the level 
of existing production of cars, the haruti car oroject 
will require a substantial export marh..,t fir- the major 
part of its output if the' pro^’Ot is to succ-end . VIbat 



part of its output, if ths project is to succeed, Whut 
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iiiir orocGui " 3 oi ixopped project •■.cO'-ior e*.' 
goveromeou. 


r'or tile rc'l9 or r..o.03.^. ..•u;i3ao f-ctor in v5ic.r.neoS or 0 
■See Sinr-v S.L.'i-'. *'Sicl'nas-3 of indosori-fl Inits >, 
Oo;‘3TV,t,i-0!ns^ In3tTG“=gQ“uT’Trud:'-5T-ri.^I'^^ 
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Boaba V ^3toc\ fxcb.-Ango Directory (v-ir-ious irauos) for 


I bid . 

With the All-Ir'dia e.rasunor- price inoax for ii'riuatrir-lwor''’r,er; 
for 1960 :jsba3e, the rurchasl/ng uo-rer, of Eup-o-^.- 'W.rs 
73 :jaise, 56 <2 xioe, 5S,1 -pa is a .56,6 p-.-ise. During 
l36o, I'OSo, 1067 and 1968 ras:->aGuiti"3,i.^,", S v’-ii.i3'05.cai 

^ ^ ■ . .1 . ' ... V.1 ^ittTinTrtuiii »r rT‘-rtf)r--mirft riii rt nii iift i i in m i inTr i ni- -M imrii-iittr 
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(i» "i/ Jt* ,'L V# # ' 


h^' i ' . 4 *. 3 ^ 


Dok So.bh;.4 Dsbuteo., Fifth. Series, Yoi* 12, -i ii.pri" - 
I^7rtrc7X7’^3^""SpQCo:r b.^ Kol.ur: V 


Lou Sabn:; DeWoea, Y-oi, XYIl, Ea, 6, 




Ibid. Col. 177 ^ 
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C A PART OF THS REPORT ON THE ICSSR 
. P RO JECT " mTI ONiilT SATI ON IN I NDI A » S 
NON-AGRIGULTtJRAL SECTOR SINCE 1947.- 
A , STUDY IN POHGY OPTIOiN^.” ) 


m4AL N^miN ICABPA 

INDIAN INSTITUTE OF PUBHC ADMINISTEi.TION 
I,P. ESTATE, RING ROAD, SEW DEIHI »110002 


Nationalisation of Gunoral Insuranco., 

Tlao Nationalisatlcn of insuranco businoss took place in tuo stages, 

soparatod by a period of sovoiitcion yoars, Whon the nationalisation 

of life insuranco took place in 1956, dospitc nany donands and 

argui'-ients for tho inclusion of gv'.naral insuranco in the porviov of 

nationalisation tiiis branch of insurance uas allowed to continue in 

the private sector* So nuch so that in the case of coripositc insuranco 

conpanijs, the general insuranco business was loft in the hands of 

private insurers. Two reasons were officially given for excluding 

general insurancG fron nationalisation. One, it was argued that the 

wrongs and mlpracticos in genoral insuranco do not af fact the 

ordinary citizens, they iapingo on frivato traders, businessnen, 

industrialists, etc. Second, this exclusion was meant to reassure 

the private sector that take-over of life insuranco reprosents no 

i , : : . ' ^ '1 

genoral stance against' private enterprise as such. 


In section I, -vro Qxai:jlne tho process of take-over of general 
insuranco, including the lew enacted for the purpose, tho stated 
objectives and the compunsation provisions, particularly their effect 
on the socio-economic content of the taico-over. Part II is devoted 
to an Gxaniination of the alternative policy options and their working 
which may explain how it beccao necessary to nationalise general 
insurance. ¥0 conclude with an assc-ssneht of the significance of this 
tako-isver* \ . 

It was in May 1971, that the first prelirelnary step towards 

nationalisation of general insurance was taken when tho General 

' '2 

Insurance (Imergency Provisions) ordinance was promulgated* Tho 
Ordinance provided for transfer to the government of the mnagonont 
of all undortaidLngs of genor aX-rniiishrors , Indian as, well as .non-Indian , 
who stood registerod during six months prior to 17th May, 1971, but 


oxcrading that of tho gGnoral insurance business of th^ Lll’. It 

proTiaod for nanagcncnt conponsation to the forxor nanagcr:cut 

of the insurance conpanles which was at tfc rate of^ ov.r h.3C 

lakhs per nonth to all the insurers taken together for the 

period such . nanagenent vested in tlie governnent. The nanag:j;,.Gr:.t 

4 

conponsation anountod to .B3.6.60 croros. The conponsation ix-s 


conputod on the basis of ono-twolfth of the average annual 
profits distributed during 1967, 1968 and 1969 or Es. 2,50 for 
wvery thousand rupees or part theroof of the net proniun 


incono of tho undertaking of the insurer during 1369, \«rhich ever is 

greater. For all others, including foreign insurers tli; latter 
5 ' ' 6 

basis was used. The ordinance was replaced by an att in 1971, 

The nunbor of insurers whoso nanagonent was transferred ■’"c 


custodians appointed by the governnent cane to 107 5 of theso, 63 

were Indian and tho rest non-Indian and thv^ latter 38 •<»/crG British. 

The value of the assets of Indian insurers as on 31st D^^cenber, 

1972, ariOTJuited to Rs,319,13 croros and of the non-Indian insurers 

Rs*47.64 croresi i,G., a total of about Rs.367 crorcs. The paid up 

capital of 61 Indian insurers, whoso balance shoots wore reported, 

8 

cane to Es. 13,91 lakhs. It shows that the insurance controlled 

assets hundreds of times larger than their paid-up capital. The 

share capital plus free reserves for tho Indian insurers (for 55 

9 

reporting in 1969) amounted to Ib,- 32.71 croros. Custodians wore 

not appointodrfor four ■insurers and the authorised persons 

he- ' 10 

continued to discharge their \iianagGtial functions, . 

Tho bill to convert mahagenont take-over into nation- 

alisation (i.e,, either ■ shares: take-over -or take-over of'" 


3 


11 


und-ar takings ) was moYed a year after in May 1S72, ■Th'® 

presentation of ’cLie General Insurance Business (Na-cionalisation) 

Bill, 1972 was delayedj it appears, in order to avoid possible 

coEipli cat ions over the compensation issue in viow of tne 

Supireme Court ruling in the Bank Nationalisation Case j 

iiiaintaining tha.t so long as article 31(2) aontaxned the 

tha compensation provision of the law coulcl bo questio 
word * compensation * 5 ^ a court of law. Ihus tlia presentation ned 

of the nationalisation law on general insuranca ai'jait ad the 

onactrnent of the Constitution (twenty fifth) kmendmont Act, 

1971, wtiich substituted the word ’amount if or ’compansgtionf. 

This amendment tended to rule out litigation over the issue 

of compensation* The general insurance nationalisation law 

the law ■' ■■ . ■ 

was^first relevant^to f ollow this amendmenb. 

The act provided for the take-over, i.e., acquisition 
and transfer to the Central Government 'of all tho -slmres in 
the capital of Indian insurance companias and for tho take- 
over of the undertakings of others, including foreign insurers. 

A governiiiQiit company, the General InsTirance Corporation of 
India, i-ras to be formed for tho purpose of superintending, 
controlling and carrying on the business of gvoneral insurance 
mth an authorised capital of Es. 75 crores of uhich Es. 5 
crores were to be initially subscribed. 

The objecti\’'es of nationalisation of general insurance,^ 
as stated in the Act, were two fold sa> ”to serve batter 
the needs of the economy by securing the development of general 
business in the best interests of, the community " and 

m 


12 


b) " to onsuru taat the operation of the econoi-iic 




i,u U.t)% cj 


not rosult in tLio con.coritration of wealtli to tno oorniion 

■ 14 

dotriinont. 


* » ft « * fr 


It ¥as: specifically assert:! that t':.K 


Act Has legislated in order to give effect to the sx’... cifie 

Directive Principles of State Policy laid doom in clause (c) 

15 


of article 39 of the constitution^ 


Ihus it 


clear 


r% 4 * 
.Cl u 


axmrt from the sector specific objectives of putting general 
insurance on a sound footingj consistent vdth the broadc-sr 
needs of the economy, this nationalisation oas statedly irieant 
to strengthen the anti~raonopoly counter- vailing forces in the 
aconomy. The changed statutory contsizt folloHing the 25th 
Amendment to the Consitution vras, at an abstract level, a 
helxjful factor in this respect, We shall, at a later stage 
oxamine the de—concentration objective in terms of v?Jj.ous 
provisions of the nationalisation laxv. 


The Bill was referred to a joint coimaittee of both tiie 

houses of Parliament* The CommittQO*s main contribution 

consisted of malting some amendments to the comxoonsation 

provisions, particularly with respect to Indian insurancu 

companies, -the net effect of which was to raise the amount 

from about Rs* 33*03 crores to about Rs *38*05 crores* This 

liXbra.' amount ^*?ls* 5 crores was to' benefit some 33 conpanies* 

The compensation issue turned but to be very controversial 

and as as six notes of dissent by 8 M*P, s# were 
1 ? , 

appended* Generali;;^, tharo; wero four' points of contention 
4 ) size of compensation amount which was considered excessive 


1 XT* *^4 11 V is 

by many who gav^o their, notas oi uior^rno, -. -; - 

of the basis, for computing the-, amounts particularly - one 

. 4- 'i-'* 4-h>-. -nrocosed anonnts in favour of the 

discririiLnatory naiure ox pioxO‘= , 

foreign insurers vis-a^is their Indian co’entarparts 5 

ill) "tliG last Dd.^i7a«mctaent to tha sotedule of tho Bill", 
specifying th.o compansatlon amounts, in order to raxse tdo 
amounts giiren to Insurance companies oontrolled by the large 
industrial houses as " a calculated surrender to tho big 
business houses and ir) the future set-up of general 
insurance business, with one corporation and four insurance 
companies, and the provision concerning the grant of Sight to 

central- government to -transfer the omployoes.^ 

. .The loint coiiiiiuttee showed concarn at the delay in 
giving effect to the law andprovided a beyond 

which the ImpUBOntatlons of the Act may not be delayed. Ihls 
was .considered essential In view of rather heavy management^ 
compensation. For this pikrpose. It inserted tho worEds "not 
being a day later than the 2nd gy of January, 1973, in tne 
„ !! ^.-<^4x•^r^v Th© General insurance 

■ definition of ’^:nppolnt(id dc^y: . ^ 2^ 

corporation came .into eristepce on 1st January 1973. Ihe 
general insurance business of the life Insurance Corporation 
was also transf erred to the General Insurance Corporation 
In terms of Section 5 of the General lasui-anoe Bijslness 
(nationalisation) Act, 1972 (Act S7 of 1972) and an 'amount' 
of ,Rs» 2«81 crorss was paid to .JhQ .HC, , , 




Tho compensation provision in th.o gonoral Insurance lau 

are very important j bGcausc first, tha Act \-ras ‘'’nactjd after 

th.G SStii Constitution amendment which tended to take away this 

question out of the purview' of judicial review and did away 

with the necessity of just and fair equivalent view of 

compensation payment and second, the amount, of Bs,33,0S 

crores- following- the provisions of Chapter I¥ of the Act 
■ : 22 
and the Part A and B of *the Schedule to the Act, wac 

23 

•vddely considered to be very high* Even the management 
compensation alone exceeded the total compensation given for 
the take-over of life insurance business v/hich involved 
the transfer of a larger number of companies, with greater 
value of assets, business, and income. Th« total (managemcr.;': " 
plus takeover ) compensation to generel insurance companies 
amounted to about Rs, 45 crores, a sum nearly 9 times the 
compensation paid to life insurance companies , The take-over 
compensation of Rs, 38.05 crores consisted of Rs,2,706 cnores 
for the Indian insurers and Rs. 7.352 crores for the 
foreign ones. We have already referred to the manner in vjtiich 
this amount compares with the paid up capital, assets and 
business of the general insurance companies. 

The compensation principle ms not disclosed ; Part A 

and B of the Schedule' to the Act specified the amount to bo 

■ : 25'. 

given to each company. - Ihe- sharohold.ers of Indian 
insurance companies' were , to be ::paid rthe compensation -amount 
directly by the General Ins’ul’ance Gorporatibn. Except' for 



small sharoiioldQrSj tho rest are to bo paid in throe annnal 

equal instalniont and into rest at the rato of 4 percent would 

be paid to them. The foreign insurer ms to be given the 

amount in cash ■'v'Jithiii three months of tne appointed day. On 

an agrooment amongtho majority of shareholciQrs^ representing 

2/3 of the value of tho amount payable the amount may ba 

26 

paid to any nominated agency. 

Non disclosure of the basis of computing the amomt 

invited advance criticism. Hoi-joverj a view was expressed that 

disclosure of the basis of computing the ^amount’ might 

invite adverse judicial intervention and thus it was considered 

expedient not to disclose the basis of arriving at i^hcse 
27 

figures. It is worth noting that the danger of annualment 
at the hands of thu judiciary increa-scs tho oloment oj. 
discreation and negation of open communication. on certain 
crucial issues like the fixation of compensation amount* 
Nevertheless, some attempts i^ero made to uncover 
the implicit basis of determining the compensation amount. 

It was made out that the amounts to bo paid^ to each of them. 
(Indian insurer) appear broadly to equa3/,#imes the average 
of the dividends paid by each of them during the years 1967, 
1968, and 1969„ If, id the case of any company 9 times the 
average divident was found to be less than the Gbmx-»anjf s 
paid up capital, the amount payaxjle appears to have been 
fixed at, the paid up capital of such company. Where , an Indian 


insurers was 


found not to tiava declared any dividenfi during 


the years in question the araounts payable to such cor.pany 


appear to have been fixed at their issued capital, 
as the mutuxil insurance companies are concarnedj the 


In so far 
amounts 


to bo given to them appear to be dctGrE.inGd in a wholly 

arbitrary mamier,. Ihe amounts payable to the- foreign insurers 

a;njoar to have been fixed broadly at 9 times net profit 
' ^ , 29 

earned by them during the years 1967, 1968 and 1969* 


It is apparent that there was a discrimination betv/een 

the Indian andforeign insurers regarding the basis for 

determining the compensation amount Us vjell as regarding 

30 

the mode of payment. It w^as maintained that the compensation 

formula gave "preferential treatment to foreign monopolists 

31 

or big business houses.” The foreign insurers received about 
1/5 of the total compensation amount, the Indian insurance 
companies over 71 percent and the HC and mutual and co- 
operative insurers a little less than 10 percent • 

The compensation amount was considered excessive by seme 
in view of the 25 th amendment to the constitution and 
inevitablity of an elenBnt of exproportion in an act of 
aationalisatlon. It was considered too much also in 
comparison to the compensation given to life insurance 
companies in 1956 as alsp; because the beneficiaries from 
compensation being big business houses end in viav/ of the 
anti-concentration. obiectiy 0 ,:f or' which nationalisation was 
undertaken, Sven though ./the investible funds brought under 



public control by acquisition of general insurance 
companies i.cis Es. 76 crores, this was mrdnly notional- because 
the funds were corfimittsd 5 as much, as 75 percent were 
invested in government approved securities under the social 
control over general insurance .scheme of 1963i„ The amount 
of fresh acci^tgs-ls each year >jas around Hs,5 crores which ^^s 


" less than 
branch of a 


the additional deposit groulh of an ordinary 
32 

leading baxilc. Thus the -compensation amount 



appears to be on the higher side in comparison to the 
size of the additional investiblc resources which became 
available for governmental control. ’ It ^J^es pointed out that 
the general insurance business ms a. pigmy as^compared to tb 
giant \-jhich the life insurance business ms. 

The payment of compensation was highly skewed. About 
11 percent of large insurers numbering six ( excluding HC) 
accounted for 64 percent of the amount payable to Indian 
insurers, while 27 insurers, constituting about 45 percent 
of Part A . received about 34 percent of the total 

compensation payable. As an M,P, pointed out, iherc^ are 
57 companies which are getting more than Rs. 10 lakhs (each: 
in comparison to 7 comapanies v/hich are getting more than 
a crore (each). The irinimum amount ^iven is Rs. ^896 and 

■ ’ n T5o 53 po 37 678 Actually) In keeping 

the maximum as Rs. 8, 20, ? 

with the stated objective of anti-concentration thrust, a 
scheme of graded compensation payment with a ceiling, was 
bv an M.P. in the Lok Sabha, ; It was pointed out 


M 10 


that ’’there are over 40 thousand shar^iholders of these companies 

-.fho M and, lower income groups. 60 percent 

of the, 0 Q persons have invested in shares vorth nnly Rs. 2, 00 o- to 

R3«3}CO<5c>f their life’s saving* The application of an 

undisclosed formula, presuiaally a certain multiple of three 

years average divilond, uniformally applied to all the Indian 

companies and their shareholders could not give pre_fcrerit.lal 

treatment to small shareholders* 

Moreover, the compensation provisions were criti 

for being arbitrary and discriminatory. It \*ias pointed out th-G 

as a result of irrational compensation, one company gets 7 

percent of its -not assets, while another company gets 88 percent 

37 

of its net assets. The memorandum by the Indian Chamber 

of C.qmmerce, Calcutta, on .the General Insurance XNationalisabion) 

Bill, 1972 to the Joint Committee said, ’’while no uniform 

basis has bean adopted, it appears that more efficient companies 

have been discriminated against. Ihis is clear from the fact, 

that the third group of companies with negative. Toatmtos 

have, in fact, .been compensated for ■ net worth vjhereas in tte 

case of the other groups .the amount of compensation is generally 

38 

much less than the net worth. 

■ The 'Compensation amounts .originally proposed in the 
Bill evoked a strong reaction from the business circles. The 
memorandum,' referred .-to-, .above,' maintained that ’’the schedule 
appended '•tb'''the ■ Bill: 'indicate.s,. certain fixed amounts to be 
paid to the insuranc-o companies .nationalised by tije. Government 


- 11 - 


viiiicii Li.’ ve no bearing on (si:e ) the net -worth of the companies 

39 ■ 

which should be the correct basis of anv compensation* The 

niemoi'andum -5.733 able to sho-v>r that in some cases the amount 

payble fell short of paid up capital plus reserves* The 

revision -id'iich was intorduced at the (jomniittee stage appeared 

. . 40 

to bring the amo-unt payable on par wdth the paid-up capital. 

•41 

Sj)milar- pleas were also made in the Parliament* The amomit 

42 

was considered ”as a whole grossly inadequate ’* and it was 

suggested that "the payments to Indian insurance companies 

shall be 15 times the go net profits for the years 1969, 

43 

1970 and 1971.” 

t ■ ■■ ' ■ 

These pleas mive based on the ground that sinct? "the 

44 

right to private property te.s not yet been abolished " 
the Qxpropriatory olcment should not be built into the 
compensation formula and , -vdthout discrimination -yis-a-vis 
foreign insurers, it is the duty of the Parliament folloxd.ng 
the abrogation of judicial reviow of compensation, -to grant 
such sums as are generally accepted as fair and just, 
Apparantly , such pleas did not give much heed to the declared 
intention to use this law as an anti-concantratlon of incozne 
and wealth move. In so far as the originally proposed sums 
wore enhanced, one may infer that the efforts at an upward 
revision of the compensation amounts wero, to a certain extent 
successful* 


In these efforts at enhancement of the compensation 
amount if was mentioned that tfe Insurance Act 1938, as 




aman^ecl f 03? the introduction of social control in 1968, 
snocifiod the- principlo of , compensation vide Seetion 52 J, 

This amendement gaTO Enabling powers to 'the govorrment to take 
over general insurance companies and specified assets, 
calculated at market value (which may include the goodvall 
of the company ) not of liabilities as the compensation 
principle, Whatever wa^ the intention in 1968 at the tina 
this provision \jas made, .it came handy to the insurers to 
argue that ” so soon after tiio introduction of new section 

giving the basis of compensation, the principles enunciated 
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have boon completely ignored"* It may be noted that the 
scheme ■•f social control over banking also brought in the 
issues of nationalisatidn on the basis of payment of coupon- 
sation but without- specifying the compensation principle. In 
any case, it is difficult to say what l-and of factors and 
forces operated in determining the amount and mode of 
compensation* However, the fact stands out that in comparison 
to past practices and on ot-her criteria mentioned in the 
proceeding parts, the general insurance companies, particularly 
the bigger ones and. the ^:)roign ones, received too liberal 
compensation. This- acquired some-vtiat greater incongruity in 
view of the stated .objective in acquiring these companies 
related to the constitutional mandate concerning prevention 
of concentration, of income .and wealth detrimental to common 
cause. The fortification made available by the 25th 
constitutional amendment wa'sf hardly: availed of fo 3 f restricting 


the compensation liability; particiilarly, in view of the 
financial stringency faced -by the government; except in doing 
away with the constitution of a tribunal to which disputed 
compensation cases- could be referred; as was the case in other 

cases of compulsary acqusition of companies ' oe their unde r~ 

^ ^ - ■ : 

takings in the past, ^ 

It may follow that at least in so far as the direct 

and immediate countervailing effect of the take-over of 

general insurance business goes, the liED-ted amount of 

invQstible resources transferred to direct public ovmership 

and control (which may \-jell be eroded to an extent owning 

to over half a million compensation claims settled every year 

by the general insurers), and large : suras paid to arst-vrtiile 

owners of insurance companies; including non-Indian ones 

tended to liEiit the contribution in this respect. However, 

much X'jas made of not disclosing the ' compensation formula. It 

was pointed out, as seen before, by an M.P. that a statement , 

of the formula may again invite judicial intervention 
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inimical to the iiCt, Thus the government may have boon 
pursuaded to pay a larger amount at least partly, in order to 

avoid diff iculties . in courts of law. In any case, the 

■follow ■ ■ 

conclusion seems to y- that the compensation amomits 

compromiaed the undoubted long-term anti-concentration effect 

of the take -over law, 

It is ironical; that a' person generally as unenthusiastic 

1 % 

to- -public s^ector and nationalisation as Babuhhai, M, China!, M.P * 


14 


concludodj 


in his note of dissent* that ” the Bill is no ;.:orc: 


than the enviornmental product vtiich will alv?ai'’S seek to prop 
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up tho imago of the ruling class” and ’’whilo (is) soci.iinjl^' 

xcvolutionaryj centres round force that scg1-:s to achieve 

maximum publicity with minimum offoosQ to shibboletha-. that 

; , 52 ■ 

arc*: clevGrly concealed ” • However, in so far as the. gains 


which the insurers, both Indian and foreign, were 


obtaining 


frora their command over those concernos were iindorstatod in 

published accounts’ figuros, as they were getting their main 
■ . 53 

returns by malpractices and manipulations, termination of 

their control was*' a factor contributing to the strongthoning of 

countor-Goncontration forces in the oconomy * 

- ' • It is appropriate that the oxaiiination of the law for 


nationalisation of genoral insurance is followd by some 
discussion about the alternative policy choices which vjere 
tried and/or discarded and how, in broader politico-econoLiic 
terms, the nationalisation die was cast. 

Ihore vas one single Act (enacted and amended in 
1912, 1928 and 1938 } under which insurance business , both 
life and general, were sought to be ' controlled and rogulatad, 
one finds that a dichtomy In the approach towards 
general and life insurance came. about mainly with reppect to 
the:^'.0estion, of their nationalisation* Dn fact, many 
insurances coapanlet' Composite Insuraers, Bfeitevo scan 
in the preceoding tho,' reasons assigned for adoption of 
separate approaches to the^' two' , branc|is, ^ If one' 
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\}QTQ to QxaminG those reasons given for separating the nation- 
alisation of life insurance from that. of general insurancej 
it would bo apparent that these were mainly concerned >ri.th the 
approach towards private sector in general. Too large sweeping 
a transformation^ofoprivate property into public was feared to 
cause misgivings to the private sector. Given the role expected 
of the private sector, in the evolving strategy of industrialisa- 
tion , such a step might have queered the pitch for what is 
called ” investment climate.” The then Finance Minister said, 
^peaking on the ETC Bill, that the exclusion of general 

insurance was based on the consideration not to alarm the 
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private enterprenaurs too much, . . 

The argumentr' that malpractices in general insurance 
are of little consequence to the common masses and affect only 
businessmen, is not only trivial but rather week. If an 
industrial enterprise cannot successfully secure itself against 
various risks, it affects its workers, consimers, suppliers, 
creditors, shareholders, etc, quite vitally and directly. 

The enterprise nay be of significance to the national economy 
and may cause a secondary round of adverse consequence on the 
general public owing to its inability to secure itself against 
a great variety of. risks and hazards, Apparently, there was 
a cautions approach towards transformation of property relations 
. during the mid-fifties,. Given the lUJkages bet^^en control 
over the investible resouicces held by the general insurance 
compani-os aijd the growth of large industrial houses who contro— 
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llGd general insurance business, the taho-over of 

entirQ irisurancG business j coning in the ';7ai:c o? the to. ■io-over 
of the '-^..porial Bank- of India, f^TOuld have adversely aff ^ctoc 
the availability of funds and surpluses to the largo industrial 
liousas. Such, a clear and pronounced break in the nature of 
ocononic policies a.nd approach uas not sonething for ’■rhioh the 
ruling circles were prepa.rod for in 1956. 

However, general insurance is a business in which 

profitability is assured (except in tines of abnorml national 

disasters)^ if it is carried on the basis of acturiall,v obTind 

tariffs, correct utidervffiting methods and proper and genuine 

ly profitable 

assessment of dains* Given such an inherent ^lature of tius 
b.usiness, failures were largely o-vdng to malpractices, unsound 
business principles and weak financial base. Hence the 
adverse consequences on general economy,' ov/ing to unsound 
general insurance were related to the ox-mership structure of 
the insurance companies. This business, operating in a 
healthy’ inaxmer ia an essential prerequisite in order to 
facilitate the survival of trading and industrial enterprises 
in the face of risks and unscactaaitioS' • Hence, opposition 
to,. the take over tf general insurance could not go very far 
p. articular ly among those, businessment ’.dio were' 'hot - tied 

up with insurance companies. 

' : :ThQ aimlysis::;bf: the' forces contributing to the 

nationalisation of ''liim-Jor ' ccxsmcrcial barks in 1969 tondod to 
show the emergence of a config’uration of political and economic 





factors favourable to nationalisation. The ten-point prograiriEie 

of the II'OC included nationalisation of general insurance and 

this became a specific plank in the Congress Party’s election 
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manifesto in 1971, The lov level of political support 

enjoyed by the ruling party as reflected in 1S67 general 

electionSj also made it accept relatively radical progranmes 

- ' : ; ; 57 - i 

for sharing up its political fortunsg. In any cassj the 

take-over of general insurance at this stage when a large 


number of public financial institutions both at the Central 
and State level have came up and are eager to promote private 
investment was not likely to cause any stringency of financial 
resources for the private sector. Since the' compensation amount 
was larger than the paid up capital and net-y^ jtu had for 

a long time yielded returns, the loss of property too .ws 
unlikely to be considered to. be of material consequence. Thus 
politically take-over of .general insurance was an important 



di cal image of -the Congress. 


experience of control and regulation of general 
the ssne as that of life insurance : in fact. 


the two were subjected to the same controls. Since, .general 
insiirance ms not taken over and malpractic'es,. misdirection 
of investment, etc,, persisted, along ^dth the petsistance of 
pressure for its nationalisation, the general insurance was 

brought under social control in 1968 in the same way as commercial 

5S ^ • 

bankins. ’ ,The then Finance Minister stated that, ”, Government 


ilad undQrtaken a dotailGd examination of the proposam for 

nationalisation of gonoral insurance in all its asjoct.-.y inol'i;,' 

ing the possibility of achieving the objectivus in other *“.70 

the propos^jii measures (i,Q.' social control ) a. 7 

, 59 

a result of this examination.” 

The scheme of social control ■was to bo inpler.er.tcd 

by a conph3?ohensive amendment to the Insurance Actj 19£S« 

60 

Its main features 5 as otitlinQd by the Finance Ministory 
•WGra as follows s In order to ensux-e fair premium rates 5 
the existing Tarrif Goimnittse, consistlag of elected 
representatives of the insurers, was to be reconstituted 

, , .■ .1 :■ ■ ' ■ . . 

vritti the Controller of Insurance as its Ghairnan wiio would 
have over-riding powers « 

For ensuring ” complete security ” to the policy 
holders the existing voluntary 6odG of conduct was to be made 
statutory and a soleiency margin Is to be maintained at 20 
percent of the net premium income or Rs, 20 lakhs , -vtijcheYGr i 
higher by each insurer. Ill addition* the statutory deposit 
was increased from Rs. 3 Lakhs to Rs. 20 lakhs. ¥eakor 
insurers lacking necessary strength will be given the facility 
to pool their resources by resort to group vrorking who wd.ll 
maintain the solvency margin statutory deposit as a 
single uniti' . This proyi'sioh 'weakened the stringency of tho 
now provisions with respect to' smaller insurers. 

In order to reduce pri-vate concentration by the use 
of general insurance funds, which were of a rather ^smaller 
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sagnitudG compared to those of life insui’ance or banldjigj 
approved securities provisions were extended to general 
insurance-. . Liniits were also placed on the maximum invest- 
ments in -iikhe shares of individual companies* Provisions about 
naxinum shareholding and voting rights in insipance companies, 
at 10 percent and 5 percent respectively were introduced* The 
idea was to prevent interlocl^ing betvjeGn general insurance cuid 
other companies. , 

In order to prevent raalpractiCGs and to '^ensure that 
only financially strong units remain in the field " and 
"function on sound and healthy litXQSj" the Controller of 
Insurance ms given greater pomrs of control and supervision. 
Regular inspections, suxrise inspections and raids, appointment 
of directors or observers on the boards of the companios, power 
to scrutinise reinsurance contracts with a view to conserve 
foreign, exchange and provision of prior permission in order 
to .remove the principal. officers of insurance companies, wore 
the major components of enhanced and tighter administrative 
controls introduced -under the ne-w scheme* _ 

' This ’was fici -fairly rigorous, comphrensive and 
specific scheme of regulating general insurance bv^iness. 

Some of its results were significant in so far as they ^ 

resulted in improved prof it-maidiig by the insurefn^o companies. 
This can be taken to moan' that there -was a considerable 
frittering away of the resources which was plugged by the 
social conljrol scheme. The effectiveness of any such scheme, 
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as th 3 experience with, banks showed, can only be liiiiced. 

The preventive aspects can go a certain distance, as th.?.; 
increase in profits may be taken to indicate, b^t the positive 
.aspects pose a far more intractable problem# Probably cmng 
to these limitations, the Finance lUnister recognised that 
"Notwithstanding these provisions, there’ nay be insurers who 

. . UU 

may continue to be weak or whose working is‘ unsatisfactory*” 

In order to deal with such cases^, a scheme of ar.algamation 
was proposed* Probably, in order to produce requisite 
deterrence, it was also proposed that recalcitrant units nay 
be acquired on payment of compensation by a government noti- 
fication with the amount of compensation being poviewable by 
: 67 ‘ 

a Tribunal, 

. ■ While some companies could improve their profits under 

the social control dispensation, it could not make much impact 

on the smaller insurers, For instance, in 1971, only 29 of the 

Indian .insumancs companies were able to pay dividends to their 

shareholders and a large majority of them were acciimulating 
68 ^ 

losses. The main reason for the limited success of social 
control -was its inability bo overcome the \ nature 

general in surance business in India, For the kind and 
magnitudes of general insxirance business obtaining in India, 
there, were; far ’too many ■'companies, some of them being unviably 
small* ■ Then, this' kind of a structure of thU'S' business prevented 
'■ the gro-v^h^of insurance bhsin€,ss commensurate with the potentiaJ. 
existing in India, ^^General insurance has chosen to ^remain 
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oonflncd to cltiss and largo tovns, 'fcoauso It has not moved 

out to the oonmon aan— - — — Agrloulture in thi^ oounor/ 

is a gamble of monsoon. But who Is thero to cover crops 
againlt this risk Several insuxanco companies have 

boan insuring sugar-cane stocks against flro. _This could be 
extended , to standing crops, not only commercial crops, bui. 
also to foodgralns, may bo in a selected area to start ’.ath'i 
Thus social control, even with its limited effectiveness in 
curbing unethical practices, was ill eiiuiffad to bring about 
a:.cpansion commensurate with the needs of a growing economy. 

The smaller companies were not prepared to yield 
ground by agreeing to amalgamate. Arguing that the social 

control measure was unlikely to have worked, it vas maintained 
that its scheme of amalgamations could not succeed owing to 
resistance by the smaller oompanios. The reason for reluctance 
was that -the top maikxgement . of the smaller companies loathed 
the idea of losing their positions of supremacy, power and 
pilvllega and the formal and informal perquisites that they 
enjoyed." In this connection, the case of Ruby General 
Insurance Go. may. be reported to Illustrate the kind of personal 
advantage which ®s derived by the management by moans of 
manipulations. According to the Auditor's report given to the 
oontrcller of insurance in I960, the books and accounts were 

systematically manipulated for showing a rosy plct^ire, 

• r, nc-'mQnt of extra cocmission and the 

suppressing claims, pcym^ui. 

• * W 1 TV literal in settlement of claims, especially 

company has boon very iio^iai xii 
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Mth the allied coBceriis of-'-thu management. Thus, if 

conso'J-dation of the structure of insurance busiir-ss ’-/us to b:. 

72 

brought about, there was no alternative to nationalisation. 

The smaller insurance companies ( about 40 ) had a 


pranieium income of less than Rs* 


One croro and had '’neither the 


capacity to compete with the larger units nor the bargaining 
• power to negotiate low. rates for reinsurance for which they --cre 

' ■ r-j !-• 

■: . ■ , iO 

invariably dependent on the larger Indian or foreign coupanies’i 

The existence of a number of small insurers giving rise to 

non-viable :|ragmented structure of general insurance business 

can also be inferred from the fact that " 28 companies covered 

■'74 

24 percent of the business of Indian companies'^ The in- 
adequate growth of general insurance was despite the fact thdt 
it “has grown: quite fact, faster than the rate 

of industrial output over 1961 to 1971 as can be seen from 
the fact that the index number of general insurance business 

and of industrial production with 1961' as base increased in 

75 

1971 to 202 and 174,6 respectively. The fragmented nature of 
the insurance business a significant factor contributing to 
■.l3.c'k of realisation of its growth potential. In fact, owing bo 
their small size, reinsurance- with larger foreign companies 
used to oe a necessity .posting- them, about 25 percent of - their ' 
premium income, wiiich .was,,- ino» 'OverL paid in terms of foreign 
exchange,-—-^ In any ;esse^-.,-.;dfiamstration of -good profit-earning 
capacj-ty by some insurers. in, 'the wake of the 1968 scheme need 
hot necessarily argue a ■,case f or' ; pei^tting priva^te , sector .n 
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to SLirvive in goiural ins'iiranco. It can also be taken to 
indicate viability of this branch of business, when it follows 
the rules of the gaao do fined by the social control scheme and 
thus holds 0. pror:iisG a fortiori to become a going proposition 
under public ownership. 

liiQ takeover of goneral insurance vras not vory signi- 
ficant in quantitativo terms in an overall perspective, as 

was brought out by Morarji Dosai while announcing tho intro-. 

■ 77 ■ ■ • ■ - ■ w, 

duction of the scheme of social control. Therefore, he 

concluded thaf'the resources. avs.ilablo from general insurance 

are of such a minor nature that issue like utilisation of these 

resources for planned dovelopniont, and appropriate policies 

V :7'S 

for this purpose hardly arise.” Ilowovor, the important issues 
vrero concerning widespread and effective coverage of all the 
risks other than life >iiich a healthy, viable and expanding 
general insurance business can prSivida, particularly to a 
developing, industrialising country* Since the structural 
limitations of this business in India liieiting its 

expansion, despite the inherent potential in the economy and 
since tlis wjas turning out to be intractable by administrative 
legal controls, voluntary code of control and a package of 
measures named social control, its nationalisation appoarec. 
to be the ansvier worth trying. The fact of its relative 
unimportance to private sector, as, . e.g,, borne out by total 
annual profits of about Es. 3 feo 4 erorcs and small size of 
the contror afforded by it over investible resources, made it a 
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ggcd candidate for tako-ovor tlio |.oast offnicc .mi ham 

to the caplta.lists 5 . particularly the lar-’or ones. 

Even. mth. respect' to foreign insnrursj the riajcrity 
■ ' ■ ' '79 

being Brit.a_sp^ there began to appear forces eo ucancri 
rGsistence to. their take-over, I'lichael idpton has argued that 
ovlng to, Iridian-ownod insurance operating in U.K, in 19C4 and 
19675 .India had' a not surplus iin the insurance- account. But 
by 19605 this has turned into a nefe deficit. Thus the foreign 
oxchangG drain caused by tho oporatinn of foreign conpanios, 
bocamG a natter of concern and "might partly explain India’s 
nationalisation of UiK, non-life insurance companios in India," 

In an overall perspective y however j foreign investment in non- 
life insurance was .meagre and was not likely to make a reckonable 

difference to the overall position of foreign invcstirionts in the 
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Indian econoiiiy. This "political decision" as, indeedy all 
such decisions are, was more political than similar other decision: 
in at least one sense i#e,j its economic impact was likely to be 
limited, and. not too injurious to private enterprise y wiiile its 
, political dividends in terms ‘of meeting elect oral pledges of 
radical variety were fairly' pronounced, This nationalisation ■'..'as 
a Idnd of last flicker of tho apparently radical tmi 1 blazed 
during the first half of 1970s* It, ’/Tas a transformation of 
property relations mth its undoubted long-term significance but 
such a one which causes the least b^irt or gives the least 
offence to the economically powrful, who continue to occupy an 
important place as, agents and partners of growth^ by moans of 
national planning# 


Tfotos and HoforGnccs 8 

1. "General insurance is a part and parcel of 

sector of trado and industry and functions on one basis 
of a year to year basis . Errors of ommission and ^ ^ ^ 

cooEiission in the conduct_of its businQss_ do no 7 

affoct the individual citizen.-’ Finance Minister o 
Boradcast on 19 January, on?* * 

Life Insurancp_inI aMj.j ^?^5i?v'n??fl*b^‘doetrine 

He wont on to odxT^^we h^vo not. been influonced by doet^rine 

dlsISe S? private enteSpriso in reaching* ow 

Wore that soj.wc would not have left alone the 

sector, the general insurance £^r 

as late ’as in 1960, the Gove rniaent re-jocted 

nationalising General Insurance. Then, Deputy Finance 

Minister gave the follomng grounds for 

(a) ^^There are no ro sources to any significant extciju in 

tSl3 (b) " The profits In ,T7^lo%ltent 

slleht CoV'Ttia ovlls In this business to a largo axtont 

S “ found in somo form or tho othor olsa^ero also. 

We cannot go on nationalising / after 

ground Quoted in "General Insurance Takeover . nackv 
ground .and implication^’ _ by CoiT]merce_Eesoa^ m 

Coiniacrco , May 22, 1971 V. 122, No.3126, -p,94 .. 
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General Insurance Buslnoss..,l Iatipna3asatioa^Byj^^ 

p.xiil* 

Shri Somnath Chatt^rjeo, Pobat c^. Fifth 

. series dated 18-22 August, 197 Column • 

Commorco . op.cit , p, 948, 

GOI, Ministry of Finance, Ropopt 197.1^:22? P*32. 

Lipton, 'M, i<oc.cit . 

GOI, Tpdian In s^rrapcc. Year Bpeje,.. (IIIB), 1973* , 

Indian Insurance year Book^ 1969, 
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Ihdian Bo-lnsuranoe Corporation Itdj and Jupitar General 

Insurance Cd, Ltd, ' ’ , 



( 


- 26 


Univorsity, April, 1977* p«272* 

The Act (No* 67 of 1972)i, Cliaptor II* 
Ibid . Chapter III and the 's.chcdulc. 


Ibid*' Section 1 and 2 , 


This diroctlvo principle sayS'J' that the state shall secure 
-.■’that the operation of the Gcononic syston does not result 

'in ‘th.o -cpncpiitration of wealth, and ncEns of production to 

common d'etrinent* 


Report -Gf ‘the Joint Committee, fcp.cit . note of dissent by 
•Patel, H.M.m p.xij 


Ibid . pp.X to XXX< 


Ibid. Note of dissent by Sardis h Ray and Tridib Chondhary 

P.x, 


Ibid. P.vi, The note of dissent by Sjirindra Metoty (op.cit, 
p.xii ) point^Gd out the need to fix 'the appointed day 
'earlier in yiO¥ of huge management G.oSponsdion and sugges- 
ted that clasuo. I enabled the. Government to do so. 


.Govetnmenf' of India* Gasetto Extraordinary Part 2 Section 
3. , July-Do combo rj . 197'%"p . . * Mlnistitr of PipancQ., 

DGptt*- o-f Reyonue-'-'and Insurance notification No. S.O. 

'7.24 (E) dated ■24th Nov. 1972. 


Vide Ministry of Finance Iteptt. of Revenue and Insurance 
notif ipation No. S.O. 6 .(E) dated 1st January, 1973 and 
schedule to the Act, “ '■ 


Section II of the Act, 


Cut* oif 6 notes "of "dissent . . four considered t^s 

sum to be excessively high.* Shpi , Babuhhai M, Chinai hhd 
Sh. H.M. Patel pleaded, for still' "highor- compensation. 

They are well-knom '■ per t heir ,pr©rprivatoi views y the 
former was himself' an industrialist ■'ahd'’'thc latter was an 
important member of the Pro-busincss^Sj^tantra Party. , 


10? comp'afdo.s,; I.ndihn---£yad ■. foreign engaged in general .■ 

. Jin.suratiee''^tisiWgh'~are to 'be" paid, Rs. 38i^ crores 
■„ compared 'to-, Rs,* -6.' crores paid, Pol 236’ companies in 1956. 
. ' ' Indra jit.' Gupta: M.P . in' Sabha., Rebates, op.ciP* 

column 242*"' ■ ■■■ •• ^ 


The Act Schedule-':‘W ' •34dvrR'*r'i;n::Joint Goimaitto4> Report ' 
op.cit, ■- ’ 
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I. 26. The Act Suctions 13 to 15- 

I 27 , ii.s Stephen, C,I4., said in the Lok Sabiaa, " The Government 

■ should have told us how they arrived at. those figures- 

i They have not eared to tell us the particulars. " Lok 

!■ aabiia Debates j 1972. Vn^lR Mn.20 Hnliim 251. Patel 171. , 

\ called the basis on which additional amounts were given 

I at the Joint Committee stage ’'wholly inexplicable, and 

I arbitrary ", jD-p.cit. P,XI, Making this point j 7asant 

; Sat he, M.P , , s^"d, "some people , some ves-ted interests 

f precisely >iant the principles splet out so that they can 

( later go to the SupromenCourt and say s 'Look, this has 

not bucn done in accordhneo with^the principles and there, 

; legislation’ is bad and strike it down." Lok Sabha. 

I Debates, op.cit , Col, 279. The Finance Ministerj however, 

made a very guarded statement about these principles, 

^ "The question of divided, the question of assets minus 

liabilities, questions of profitability, all those factors 
had' to be taken into account while fixing a certain amount 

Ibid , column 292, ■ ■ - . 

' * 

28, Report of Joint Commlttoo , o^.cit ., p.xi. • 

■*^ 29 . Many 1 ‘jPs. in the cause of Parliamentary debate, op.cit, 

coulumns 266-270 and in the Joint Committee, op.cit, pp._ 
i xi- xii, and xvi pointed to this aspect, Patel, H.M,, said 

' ’’I’G is difficult indeed to mdorstand why it is been 

! ‘ dooided to discrir.iinato against ot:^ own nationals, Mover 

; before has a country been known to ^favour foreigners as 

I against its oimi nationals p.xii» 


.30, -Ibid- p,x. 

31. Parimoo, J,N,. (The Economics of Nationalising General 
Insurance " lojana . May 16, 1971, p.H ) 

32. idacu 

33 . Lok Sabha Dobates, op.cit. Column 270-275 (speech by 
Shanbai Dayal Singh 242-250 ) sppoch by Indra^it Gupta4 


34. 

36, 

36 . 
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Note of Dissent by C’hinai, Babubhai, M, op_.»cit. P*XV. 

Lok Sabha Debates, speech .by NIP Salve, p. clt. coi-tpa 

237—242# Also Joint Gciotii'ttoo Roport^- op'#cit# , p#'Xix# 
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39, Idem. ‘ 

40, See note 29 .above* 

41, Lok Sabha Debates' fip..ci t . Patel H.M, Columns 275-2??. 

Agarvral V, Columns , 266-270 Desalj.D.D. Columns 265-237. 

42, Joint Gommittbe- Report ^op.cit P, .Eiiiv. 

43, P. xvlfc ■ ■ . 

44, Ibid, p. xii4 

45, .Memorandum,, of '■ t be Indian .Gbamber of Commerce op.cit . para 3. 

46, Idem. 

47, Idem, ■ 

48, Parimooj J.N, op.cit, p.ll, • 

49, Satbe V, in Lok Sabba , op.cit , Coliamn 279. 

50, Such an anti-concentration affect follows from the fact that 
when general insurance ‘business grows out of business 
interests as tied business, then It serves monopoly interest's. 
The sub-ordination o.f ipsUranccbusiness to the commercial 

and industrial interests'.' adds to its povjer and propensity 
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. KAlA^il..lA.YAii.:KABFAi 

Iniian Institrd:e o? Public iidriiinistration. 


Gradual t£.iiC“Over c? the oil industry in India is among 
thu .1-0 iLu erta.rG acts cf na,tionalisation as it covars the 
entire oil indMStry and involves the end of foreign monopoly 
in 0:* arua of critical iciportancG to the national economy* 

In Section I, ve discuss the legal process of transfer of 
oil industry to the putdic sector, the size of take over 
and issues related to compensation to erstwhile o>jnors. In 
the following section, we ajialyse the salient features of the 
gro-A>th of ill industry in India in order to highlight the 
need for public intervention, its various forms and the 
results they produced . It is in this context that o.-je 
try to gauge the changing stances of public policy towards 
the industry. It is throught an analysis of the interaction 
of the deveiopEients in the oil industry, their relationship 
with the economy, the Impact of general economic changes 
on the fortu 3 ios of the industry in the context Oi the 
changing energy needs and compulsion of the Indian economy 
and various public policies regarding oil that we hopa 
to understand how and why the oil industry was nationalised. 
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negotiations between the S330 Eastern Inc. 


■ts share capital by the latter was 


ta/elngs in India ) Actj 1974 (Act No. 4 of 1974). As a 
result the iLudertakings in India of the ESSO Eastoi’n Inc^ v/are 

vested in the Ciovernmcnt of India- mth effect from l-Iarch 15, 

3 ■ ■ 


Tl'iij 


jompany .-/as controlling the oil refinery at 


A 


Trombay-j I3ornbay and Lube India,. Thus on 15 th' March , 1974, 

the G-ovcrn.nfcnt of India acquired the entire marketing assets 

of ESSO BastPrn Inc, The Govermaent also acquired additional 

5 

&i ptrcent share of Lube India Ltd, In the year 1974, 
another corapany, Indian Oil Blending Ltd. - a- joint venture of 
Indian Oil Corporation and liobil Potroleum Co, II, S, A., was 
brought under public sector by termination of the collobration 
a^reuinent and acquisition of the baiiance of 50 percent share- 
holding by IOC. Thus lOBL became a wholly-pwned subsidiary of 
6 .... 

IOC. . • , . . . 

The refinery company vjas registered in^ India a.nd 
could be acquired liy an executive action without the authority 
of a specific legislation. It ms clarified by the government 


spokes man that in order to-' take-over the assets a,;- . sns...: 

a company not rogistsred in India (whicti '..’as t.'a: 

Esso Eastern Inc, * s markatiiig operations) a srcGii-i:; -la's 

7 

the land is required. ILie r’’ finery -•'ri r r-feti':.: 

of this cornu any were merged on 15th July 137-^ t) fori.': ...i'' 

8 

Petroismii Corporation Ltd, Eor the r'Vfinory, tir., 


iar. 


was 


to uav ar total rsT/atriabiG emioimt of :t, 13 cr 


ov.rnmcnt 
in 


,2iO *t# * 


. .aliiBrits,| with 6«5 percent tax frcb int^.rast on oiitn tanuin:;^ 

' i 

<■ ' ' 

aoiourit of compensation, ' The total amount pays, one ats so oe of 

■ , 9 

the order of Es, 34'creres, 

. Esso was allowed to rstsm 2o p-^rcent os tne bfiarwSy 

though the raanagement '.'as brought entirely imder the control of 

a company wholly o'vjnod by the gove-rnmont C'f India. Esso '■lat; 

allo'wed to rotain 26 porcont shareholding in the na.r.xtir.g 

company in order to continue to obtain oil supplies from sources 

controlled by Esso and at somewhat lo’./er rates. it oras 

stipulated that only after 7 years the nationalisation of tlie 

, company will be completed by taldlng over the remaining sh^ire- 
■ 11 ' 

holding. However, just after t’wo years j on 1st October, 1976, 

Government of India acquired tho romaining of 26 percent equity 

held by Esso and the successor company. Hindustan Potrolsum 

* 12 

Corporation* bs came a fully-owned government company, 

■ • ' Prior to bringing Esso under public ownership, as a 

part of tin policy of expansion of public sector in tho 

r 

petroleum industry, Indo-Burma Petrolotim company (IBP) wais 
made a subsidiary of Indian Oil Corporation ( lOG ) in 


r 


j ^.oiO O'" '‘Oquisition’ of 58*66 parceiit of the former^ 


j U ' ' 


■jj by tho Jj'ttcr. In order to organise IBP as a 

_:aOu,io '-'ad..rtald-ng 5 the IOC sold its shEvreholding of 
ao-ero 6 laieh shhrss, at a book value of Ks,75*29 lakhs to the 
j.r.jlic. in 1972, Tho IBP had acquirod controlling 


Yii'vrq*. r r.-- >->* - 


V . J* 

V * ’ . 3 U 


Br.l"ie 




,0 Company Ltd, As a result} the 


o" v:,ri.:.iv.:r':- : c qiiiud uanaronent control in the follomng 

13 - *' 

oa,.b3idi3i-:.s of Balmcr Leu.Tie % 


* 1 ' 


A 


Briige and Ivpof Co. (I) Ltd, 

( a construction company ), 

StoGl Containers Ltd,, 

Industrial Containers Ltd., 

(both Barrel manufacturers ), ■ ■■ 

Bivcco LauTic Ltd, 

( Lianufacturcr of transf orraers and switchgears ) , 


Ihe next stop in acquiring foreign oil companies 

( Indian capital was not poruu.ttod to onter triis field, wbic 

in terms of the Industrial Policy Ee solution , was a part of 

schedule A. Industric.s, reserved for the state ) was tbs 

take cvc.r of Buriiiah Shell in 1976 in terms of tho Burmah Shell 

(Acquisition of undertaidngs in India ) Act, 18'1?6, 

The /ict brought about the acquisition and transfer to GOT of the 

rights, title and intorost of the Burmah Shell Oil storage 

and Distributing Gorapany in rcaation to its undertakings in 
15 

India. Siraul-Gaiioouoly, the Burmah Shell refinery company 

■ /.'■ ■ ' ..O''-'"" . ' 

was also taken-over and the assets of tho refinery and 
marketing companies ware morgod to form to begin with Bharat 
Refineries Ltd, \4iich >jas given tho name Bharat Petroleum 
Corporate. on Ltd. in 1977, , ' " 





The BurKiiah Sh*3ll takc-ovor l-i'-' '.' 

sanio reason as the Esso Irn'j, viz,, Tor - --- ■ 

% ■ 

of tliG assets and liabilities of a ccni-anv r*. *_3 . . 
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This too followed the conclusion oj 
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GOI Sind the orincipals ; of Eurniah uhell. Even ‘ fie i* 




.3 .* 


^ .X» 

J 


; t on 

r.d"! ; iTo 


transfer, the tako~over of the markecinte 
ODcrations of Burmah-Sho 11 could not be 
purchases of assets for two reasons. First, i'C "as a ccoe.c 
not registGred in India, Second, the transaeiion irreolv-d 


*1./ 


,r€‘ of 


the transfer of both assets and liabilities s.nd to talc 

12 

of tho liabilities , it was necessary to enact a law, Iha 

torms of the transfer, including price of conper.satj.on, werv: 

19 

decide-d through negotiations. 

With tho takeover of Burmh-Ehell, the gDVc 2 ’rncnt 

acquired control over 95 percent of the petroleum industry 

and csaly kssam Oil Co, and Caltcx remained •'indor private 

20 

foreign control, Hegotiatiohs were initiated for the 

- . of' completing the^nationalisation. of oil industry „ 
purpose £and in 1977 the law for acquisition oi snares of 

Caltox Oil' Refining (India ) Ltd and of the undortald.ngs in 

21 

India of Galtex (India) Ltd. .wari passed. This take-over , 

too m.s based on tho terms arrived at through negotiations 

and formed a p aft. of the aggr^smon^: between the government and 

Galtex. With tliis, 99,9 percent of the Oil industry, ei-ccept 

for tiny Assam Oil, became a port and oacel of the imblic 
,, 22 ^ 
sector, 

2 It may also bo worthwhile to point out that tho throe 


r 


•«4 Q, 


.nuGr,„ie’Gioiial oil gicint’s ! had sat irp three refineries in India 


'Ll -r* 


-fties- under special aggroiaonts with tlio 


i:-7c.r.u:ent of India., While Burma h~Sho 11 and Esso signed the 
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Ln iSolj Galten did so in 1953, 


tnolr isarkoting operations . in 


The so companies 


a much earlier 


VIS, 5 


O 


aiiu 1937 rGspeetivoly.^ Tho agreements 


,1 1321, 1933 

d x:.roYicLe:.. for .guarantees' against nationalisation for 25 years 


.*rcm th.: 


comaenc-erfient of onerations and roascnablo coniponsation 
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for niuionlisation theroaftor, Those r-afinorios went on 

26 

strv.-c.'.:: in 1356, 195«1.^ and 1957 rospcctivoly. Thus, in terms 

of rrjfin--rios aggronionts, those companies had gaurantoos 

against nationalisation upto 1981, 1979' and 1982 rospectively* 

It can then bo infca-red that the actual tedto-ovor of the 

assets and liabilities or shares of these companies did short 

vork of a major condition agi-ced upon by the government . But 

the f act that their transfer to- public omorship and control 

•'as ;:;.as..d on a negotiated sattlemont and' in some cases the 

companies thcLiSGlvos offered to mthdraw from the Indian scene 

indicate the special chacacter of these nationalisations. 

Some members of Parliamont raised this question and hold that 

”it is neither nationalisation nor take-over”. According to 
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this vie.W 5 ”it was a negotiated purchase However, negotiated 
P'^rchase is also a method of nationalisation. 

True, in. some, cases a legal enactment- was. resorted to 

for bringing about the transfer of assets- and liabilities or 

undertakings of these companies,' ' ■ This ws,s a legal requirement 

■ flowing from the need to t'ake-ovor the assets and liabilities 



ccn'oraii 33 regi stared outside India . 


tra. 


n ''f" a *!•'* 


ship of productive ass^jus frora private hauis t; pubrl'.' px 
along mth liabilities ) and their subsaque.nC t ' .rr. r. . 

control under public auspices are essential fe^ '.r.a’es oi ar 
of nationalisation. The fact tliat tne consent of t.os r: 
ouners and controllers vas obtained ?*lanr v.t.uh or. a :r -f: 
on the terms and manner of t’cie transfer (.incl'.-.ol 
of size of *conmp3nsation* 5 and its mode of pa^r^.onty i«o,y 


its InstaLmentSj interest on outstanding ano' 




ii-t: 


form of foreign exchange ) do not take“av;a.7 the r.ationao-isp.tion 

character of the step of bringing the oil cor..panios into tae 

fold of thepublic sector. It is also important to not.^ that 

through these acts, an important condition of the post 

aggreecients (i.e,, 25 years guaranteed omba.rgo on nationalisation) 

was broken, Agreements on the take-over issue becai.:a ussvntial 

and understandable in vitaw of the obligations eiitalied in 

terms of thu agreaments , uhiich >:sre treab-jd as ’international 

28 

agreemantal by the •Govc-rmaent, 

Thus the fact that the terms of transfer to public 
ownership were decidod through negotiations and mutual 
agreement, that some of the firms thorns elves offered to vjith- 
draw and the componsation amount can be treated as purchase 
price do not compromise the fact that .nrlvate nroductive 
nsn ets were acquired by the public agencies for continued 
oner on, , This is not to deny ’that when compensation happens 
to be ..equal to purchase price the distinction between sotting 
up a now unit under public sector and nationalisation gets 


n s 1 "n-i/'i A 


• HowGvor, since an operating private units is 


" o y a public onCj' thoro is reason onotxgh to treat siicli 

c.r . £xe c rui3itl on as na tionalisation, Honcu th.o X'Jinding up of 

forsign oil eompaiiius in India bG troatod an act of 

nationa-lisati on in t erms of the concept uo havo us ad. in the 

pro s.jiit study. IhosG takG-ovGrs uorc- based on a set of 

obijctivcs related to national Gconoriiy and bolieios. The 

cornricn point of. various xfonded objectives , as contained, in tbe 

nationalisation laws 3 was to unsure co-ordinated distribution 

and utilisation of petroleum products to surbsorx^e the cominon 
29 ' 

good. On- may suggest that the existence of a stated public 

os 

policy ODjeebive motivating such transfers also gc^t o onablo 
' ■ transfers 

as to 'Great theso^as nationalisation. 


1 US 5 there is hardly any basis for not regarding 
the acq-Jisition of the potrolcuin industry as nationaiisation, 
The factors which arc supposed to put a question mark on 
considering these transfers as nationalisation, go, in fact, 
only to define the sociow economic content'’ and charactor of , 
these nationalisations* Various nationalisations may have 

different socio-economic meanings and t'nqro is hardiy any 

. ■ . ' 'a 

Ui'iiquaness about this aspect of £n£itlonalisation move.: ,, , 

\l^ith these stops, ovor 99 percent of the. oil industry, 
(except itssam Oil Co*) camx under the public sector, The 
si so of the take-over can bo scon in terms of the Table 
given below t ■ y ^ 






PIJC 

Hot work 

Assets 

Sales ; 

ft . ...w ^ ^ 

1* Esso 

. KJ^OO 

» * ^ 

15,76 

2S.07 

30.39 

r.s.ir crer-jS 
i'er r -finery 
* 2,50 

2, Burrnah 
shell 

14. si- 

15, 8 G 

<»» 

21.13 

5, #2 

s , 0 

(p'urchasc 
price for 
r-fir.-ry) 

27,75 

3, Caltrjx 

lo ,50 

29,14 

22.45 

ol,45 

13,00 

Tots*!. . 

28,04 

60.70 

71.70 

117,36 

— — — -..,.TT-..™.~in-„,-' ^ 

Y0,50 


* With interest on outstanding sums it vjill amount to 
24 croros , 

With tax on intorost and capital gains tax this amount 
. -was said to become R;»20 crorcs "by an M,?. 

SouroQ J Annual Report of the companios concerned . 

Compensation from the Acts and Annual Reports 
of I'tinistry of Chomicals and Pctrolotun 
(various issues ) , 

...... ^ ^ ill.M^Uffl*-aiIlil.JII[JLl..LJLia.^LJ^IA'h..-,^.^^ 

It^can bo soon that 1;ha total compensation amount 
oxcoGds ttio paid up capital for the three groups taken 
together. However j for Esso, PUG vns a little more tiBn the 
compensation amount. At the same time it may bo obsei'vcd 
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-.:h;.jx ;:ho ncti.;'orfeh is aOiaost oquoJ, to tho compensation 

Ji. vninc of assets oxcGGds tte amount paid 

-L.. u pa.?C'. use of saaras and accquisiton of undortakings. Tho 
- ..mount .;as «.*c.cclvGd by BiirGiah~shLGll, Tha amounts wore 

schedulo of instalniGiits , 
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Oil 

uiho eoEipcnb 

sati 

on issu 

both 

. f 

•'■’I 

•im tJX., 

t U 

ruling 

party 

and the 


i X VX j- C"s*5» ^ 

^position, considered tb.e 
compcnsat.ion cinount excesslYG and uiimrranted. Many reasons 
wer-'; giuon for this vieu. For one things, it vjas pointed out 
that if tile value of the assets, not of depreciation, are taken 
unto account, or the average working life of such plant and 
onrapmunt is considered, one would find that the bulk of 


machinery of Esso installations were more than 10 years old< 


5 


31 


le number of ParlianGnt ua.nt to the extent of saying that 

32 

’’huge junlLa” are being' acquired . In tte case of Caltox 

■'■he .Minis ti.,r toll thu- Lok Sabha that >n*ittce.n down value of 

33 

o.-iscto u*as tL.'. basis of compensation. It sooms piausiblG 
to ate lie ¥Q that on this criterion, Esso and Burma-Sho 11 would 
havi'^ received cich less tnan what they suecsodad in getting. 
Then, these companies had depleted their resources in India 
by c-zGGSsiv.; repatriation. It g/.-as pointed cut that Buraa- 
Sholl’s investment (i.o., share capital plus reserves plus 
surplus ) uMch stood- at It. 17*70 croros in 1969 was rod-'iced 
to Rs,14*54 crorcs on the- eve of nationalisation. Similarly, 
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Esso invostm(j:at, which, was of thovalue of .te=*21,2G crortjs in 


34 


1969 was rodiiccd to Es*16«80 croros 2 ,ri 


?7li 


It acaiis that 


q q n q 


sonsing tho changing for tunos for their Indian ^ 

those companies started irioving, •nt thoircapital from Inc 
Whother fixation of amount took note of this fact is no1 
clear. 

Then, tho foreign oil companies werOj in the !>. 


years immediately preceding takoirovcr j making substantial 


rcmittancos on account of dividends by dramng heavily on ti 

'36 

resorvos, vrhich were bnilt up on past profits. It was 
pointed out that these companies have already remitted sums 


It was angued that when such a -huge amount is paid, the very 

38 

purpose of nationalisation is defeated* It is clear 


these companies could foresGe their withdra’^jal from India and 
they tried to extract as much as they could* 

For the government j vjhat . seemed to have mattored was 
the saving wliich was likely to occur in terms^ of continued 
foreign exchange drain on- account of repatriations and 
excessively highly priced curde. The,, need to terminate these 
incqultous agreements too couldnot have, been insignificant. 
For bringing dbout a mutually agreed withdra-tjal, such 
compensation amounts might .have been considered inovithblo. 
Given Indians contimied use of foreign capital and enterprise 


f' 

i 


many times higher than their original investment- repatriations 

36 

which ware nut at Rs,1040 crores during the last 14 years, 

37 

Some companies also started selling their machinery and plant. 


I 
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^ibxa tho broad fra.,,owork of planning and pollcloo, ,.m. 

.^c.fc'^rcaj.y aGtGPminGd compunsation might not havo boori foasiblo 
cind ^.n a wader sghsg. Thus, tho criticisms of the 

-•--dponsau^on amo-unt and other terms' of takOToyor wgtg basod 
0.1 an cilbOgu-Ghcr different perspective of developmant 

process and tho role of foreign capital* 

The pGtrolonm industry as a whole 'has boeri gradiially 
brought under public ownars.iip and control.^^ Its tako~ovar 
also brought about consequantial take-over of some companios 
In soma othor industries, klka construction, barrel, traas- 
I ormars^ and switchgear manufacturing. The taka-ovar of the 
0J.1 i.idusury gave the govarnmont control over a healthy and 
vibrant sector, unlike many other cases in which sick units 
indiu- ur..c,j wt!j.c nab.i.onalisea. This is also tho caso of a 
nationalisation decision wdiieh has been concerned exclusively 
with foreign private capital in India, Since this take-over 
was not to mark a goneral change of - approach to pc'i vat g 
foreign capital, but was based on tho specifics of - the industry 
care was rakon in negotiating the feerms of tho take-over .to 
see that it does not create a gonoral scaro to discourage tho 
inflowrof foreign iirvostmonts to India, 

The decision to nationaliso the oil industry in gradual 
stages .may be understood in tho context of the salient featuros 
of tho history of oil industry in India, particular ly ■ writ h 
respect to changing stances of public policy towra.rds the industry 
Hunce in the following section, go into the evolution of oil 
industry and public policy to-i-ards it' in India • 
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Not only Qii tho gvg of indopcndcnco j but right -aoto 

1960*3 tho production, rofining and mrkoting of potrolcujr. and 

other products in India was an exclusive prosorvo of soci'., 

, 40 

international oil eompanios, which wore important nonrjsrs of 

bho' intornational cartol, l-niown as 'Sovon Sisters *5 Sxvojjt 

for tho production of .a small quantity of crude at Digboi in 

Assam (its 1948 production uns 2,5 Lakh tonnos ) undor tho 

control of Assam Oil Comp-any ( a subaidiary of Burmah Oil 

Gompariv ) which T,'.Tas rofinod by its cvni refinery inth an 

42 

annual capacity of 0,50 tonnes, Indian petroleum production 
and marekting wore based ovorwheLninglj’' on imports, under 

■ 43 

tho control of foreign eompanios. The Burmah Oil dompany, 
the standard vaccum Oil Co, and Caltox ontorod the Indian 
market in 1921, 1933 and 1937 respectively. Although a few 
oil firms were also engaged in marketing of oil products in 
India, Burmah Shell, along mth its small siibsidiry , the 
Assam Oil Company, dominated the Indian market for mineral 


oils. 


In fact, tho then British government permitted oil 


companies, from tho U.S.A, into the Indian market only 

gradually cind as a result of changed balance of power in. the 
45 

world economy* "When India, achieved indopendenco, oil, 

mora.Lhan Sny othor ssofcor, was tho weakest liMs in our 

46 ■ 

economic structure'^. During the colonial period, there 

vras no separate industrial policy and the British government 


13 


luft tile oil industry and trade to tho caro of private 
iorGj.gnj mainly -britishj firms. They did not go in for ‘ ^ 
o^pioration and sotting up local rofiiiing capacity. Thus 5 
uhero vras hardly an oil industry 5 nor was any oil policy ^ 
except j of coursuj the general c^q of . protecting and 
promoting British interosts. 


QO much so that on the complain of dumping of 


chean 


-;-tussian poll in India, tho colonial govorniient apDointed a 

Tarnff I':Soard in 1928 to examine the question, iiidc such 

a dispensation^ there was little wonder that the re commendation 

of the Chairman of the Tariff Board for setting up an indogenious 

oil refinury industry j based on imported crude, remained a 

■ 48 ' 

cry in the wilderness. 


Thus, the Indian economy '■^as 
dopeindont at the time of Indepondence on imported oil, 
marketod by throe intornational giants udrach Biad through 
succossivD compentltivc bouts, cartelised the oil industry. 

The colonial government showed prefc-rencG for the interests of 
Burmah-Shail and tried to help it vis~a”Vis other companies 
.and went ^ tho extent of talcing over the installation of 
Western India Oil Company, in 1941 (probably the only case of 
take-over during the British fleriod ) under tho pretext of mr 

needs. It was after indapendenco in 1949 that 'this company 

,50 : ^ 

was revived. Also,. India had to build its national oil 

^ : P; i-si'r 

industry from the ' scratch in thO; of heavy odds. 

Setting up of oil refineries in India wtiS considered 

necessary for many roasssns. The nationalisation of Abdan 
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d a trond of sotting 


X'efinorj in Iran in 19olj gGiiortilly sjairro 

Hi) oil rofinorios in consioining ccntrGs, Rofinory construction 

iQcaniG an urgent priority on account of growing clcnand for oil, 

rising flriogn exchange bill on this -.account ^ the need ; 

to have a greater degree of indepondence of iinpoi'ts, particularly, 

in view of strategic considerations an account of uncertainty 

of oil irapor.ts in times of hostilities* The settiiig up of 

refinGTias at homo w'as considered an important step towards 

national self-sufficiency. Erection of a synotitiatic oil plant 

and development of a pox^er alchoLiol industry d^ere considered 

as alternatives to construction of oil refineries in the 

country. However, none of these alternatives was considered 

53 

superior to setting up of domestic oil refinery copacity, 

A major decision regarding the oil industry in India 

was taken in 1948 xdien the Industrial Policy Statement was 

approved • According to this statement the future development 

of ■ mineral oils was to bo the raaponsibility of the state except 

where, in the national interest, the state finds it necessary ■ 

to secure the participation of private enterprise subject to 

,54 

usual controls and regulations. The 1956 Industrial Policy 

Resolution also placed mineral oils in ochodulo A, as exclusive 

55 

statu responsibility, Indian private business did not.shoiir 
much intention of entering oil industry, as this was considered 
by them to bo 'one of ’’those industries which arc not pursued 
ny Indian nationals oven after duo notice by the Government ”, 
and "where there arc difficulties of obtaining technical 




'l5 


kiiow-how. 


56 


1 GC, 


?hiis tiia govarimont policy option regarding 


oil was restricted to oithcr joublic sector or foreign comparil. 2 s. 
The fact that the Indian industrialists did not evince interost 
in antoring the oil company- up to tho and of fifties and was 
not opposed to the entry of foreign companlGS in this field 
arc important from the point of view of the evolution of 
public policy of control and regulating of foreign cosapaniGS 
which doDiinatod oil industry in India and its subscQuont 
nations-lisation. In fact, the nationalisation of oil industry 
Tr->s thG only stop which was concorned exclusively >rLth 
foreign interests without affecting the capital of Indian 
industrialists, in coal, banlG.ng, insurance,, otc, foreign 
comparues wore takon-over but the bigger chunk was that of 
Indian compariios including that of tho largor industrial houses. 
The entry of public sector in oil industry, the torms granted 
to foreign oil companies, subsequent attempts at regulation and 
control of oil companies pricos and profits, the dilemmas and 
difficulties which were facod in this process and the zerioing 
of options to nationalisation gro quite closely rolatod to 
the lack of intarest in oil industry shown by Indian capital . 

The oil industry wa,s to be initiated, in Indepandent : 
India right from tho scratch. ■ kt tho request of the Indian 
Govcirnmont, in 1949 somo oil compardos from the U.K., and 
U.S.ii, sent a tochnical coromittOG to study at their o-m 
Gxp-ense, Tho cost conditions of a refinery project. It 
presentod'h picture suggesting a relative cost disadvantage 
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in setting up refincrios in India wliich. ccnld do proi±i.ciblG 

onlu on tho conaition tlifit soina oxtra prico ovbi worad polity 

57 

price v«!s.s allood to tliQs. ? Since uho govorniii-jno diu nou 
accept tl'ils proposal and ttio ’* Abadan crisis '* in tno noan- 
whilo lod th.G oil Goinpanies to ropliink tiioir poliev o.i 
concGiitrating refinery cg.pacity in th.o production CQj.ibr-& 
and Phora xra.s ‘a throat of Iranian Oil Gompany onrering t-nc 
Indian market, -within two years the oil companies cdrn 

. ■ <r , 

forward India mthout requiring special price condition. 

in vlow of ■'what they oarllEr censidored as adverse coSb. . 

58 

conditions, Boginning'- in 1951, tho government entcrea into 
refinery a,greGnionts ^'jith Burriiah-sholl, Standard vaccimi am 

Ca'itox, which built their refineries at Bombay and Tizag bGtx'rcon 

■ 59 ■ . , 

1954 and 1957* 

The terms of those agreements are very importaxub. 

Ihoy affected the development of tho oil industry, Indians 
balance of payments, prices of oil products in India ( and 
thus the cost-structure of entire Indian Industry ) , working 
of industrial controls and regulation and practices regarding 
repatriation of profits and other charges by. foreign companies. 
Since Indials bargaining povor ms quite i^rgak at the time 
of the conclusion of these agreements, these terms and 
conditions nocossiated a constant array of policy inter- 
ventions (precooded by' aany official, studios and inquiries) 
by the government# 

Some of tho important conditions of the refinery 
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agreements were as follows ; The agreements '’giiafantinGd the 

coinpanies from nearly all the regulatory legislation and rules 

promulgated since IndependGneo the iigreornants 

rosorved a masiraurn of 25 percent for Indian parti cipati on j and 

chat in preferredj non-voting sharos only, Tlio coiapariiGS 

wore guaranteed against nationalisation for 25 yciars from the 

commeiioaiTsont of operations and 'rea.sonablG coiapensation* 

theroaftor. Their imports of crudo woro exempted from customs 

duty and their aiachinory imports assignad a special lawj • 5i 

porcent advalorom duty. Thoy wore specif icalljf exempted from 

many provisions of the industries (DevolopniGnt and Rogiilation) 

Act wtiich had just, come on the statute book as the Crovernments 

major regulatory device for the private se ct or j among them 

that the state raight assiine control under, certain, stated 

circulstances . Finally, as the Damlo Cominitteo rovoalGd 

at a later date, the agreements were for (an) indefinite 
60 

duration,” 

Among some other conditions, the following bring out 

61 

the special nature of the treatniGnt given to them, 

(i) Limitation on the income tax and other tooccs loviablG, 

(ii) QXGrnption from sales and turnover taxes, (iii) Freedom 
to the company to import its . own reauLrements of crude and 
foreign exchange for this purpose has to be made available 

by t.he government of Indi.a, Adtli a dlauso that ^attempts would 
bo made to purchase the crude oil that tiight bo produced in 
India. The Government was to p3?ovide foreign exebungo 
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for greight, for.all oporating supplies, GqirLpraaut and rau 
inatorials, GngincGring sarviecs, technical inf ormsrci on, 
1‘oysJJ.tiGS j liooncQ fees and the company's noad OffiCu u^pcnsco 
on the refinery account* Similarly foreign exchange was uo hu 
provided for rcraittancG of all profits and ciiviaenGS, for 
interest on overseas loa,ns said for the cost oi cc-ns u.e'fiictxoi.i, 
Qqiiipncnt, supplies , etc. 

It was agreed to allow freedom to the conpany to price 

the refinery products at the same loyel as the lanciod cost, 

including landing charges and import duty of uho equivaioni; 

products. They were also allo^jod to use- oanl^urs of ^neir 

choice, ilo refinery was to be set up on more favotirable terras, 

thus guaraii'^oG. ing their ralitivc advantage iroru Gorapentj-tion, 

ii number of concessions regarding customs duties were also 
62 ; ■ 

agreed upon. 

It is clear that those agreements conferred special 
advantages on the oil companies, ovdr and above, the prestige 
flowing from entering into agreements wl'th sovorign national 
governments. It was to be expected that those excessively 
liberal terms would come in for adverse critoisra and aha 
government would be under pressure to make such changes as 
wore permissible under the agreements to protect the national 
interests. For example, the agreements protected the 
refineries from nationalisation, but the marketing companies 
did not enjoy such a protection. In fact, the changing 
economic situation, particularly mth respect to Indians 
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balance of pajaan-ss position, and tiio successes acixlovod in 

ng up an xndigoiious G2?’u.do production u'md rofiriGry cap-cjty 


Swtoing 


(undur pubij.c soctor and ’'iitii the assistanco of the 


G SOYiot 

union ana Rumania ), along ulth cha.ngos in thchiiTbcuTxGtiQnal 
business situation \.?lth rospoct to oil production, pricing, 
ofcc, prox’ldGcl tho basis for the efforts by tlio govornmont of 
Iiiuia i^o ruguiatu 'Gho pricing and profit-ropatriation policios. 
Ib was .the terms and conditions containod in tho rofinory 
agr-jcnien-Gs along -vath tho increased understanding of tho 
Ln\ifeo.- -lificGtioe of tho oil trade in its various technical, 
economic and financial aspects, which dotormined tho specific 

course adopted by Indian oil policy. 

Since lihc rofinories obtained crude from their o\m 
snurccs, mostl^nfrom related concerns : (which wero kept a 
secret ), and transport and market it through related concerns, 
the pricing of potrolcuiii products bacaine a well-guarded and 

woU-presorvGd arena for unfattered profit-making. It 

becaniG a large, growing and unpredictablo charge ojj India’s 
strained foreign G>:change resourcos, 'Thu-s oil pricing became 
a subject of many official sta.(iios followed by specific action 
on the basis of those rocosimondations. The capacity of India 
to affectively intervene in matters of price policy was 
limited by an almost completo absence of information about 
various olenents wbiich enter into price fixatiom for various 
petroleum products. There was also a dearth of exporionced 
and Imiowlodgoablo porsonnol who could deal -v'dth pricing of 
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mineral oils. The poxver flooring froir 


ah o ve t wo f a c t o x’' s 


vras flirt bar; augmented by 'virtual non-prod'uction of oil uitbxin 


India. 


■Respite the change in the soiircs of supply from the 

d,S,A, to the Persian Gulf t ha change ini-basing point mas 

■'Applied by the Oil conipanisS to the freight -elenont alonc^ano. 
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the Mexti can, Gulf basing for oil prices in India continued, 

Ttiis impoi’t parity pricingj l.c., fixing prices at a level not 

higher than that at wliich they could sell or make availablo 

for soil eciui valent imported products j formed a part of the 

64 

refinery agrcemoiits. Thus it could be seen that the setting 

■ up of rofinerios in the coimtry i-as iiot axpoctod to bring 

in any price advantage to the Indian economy. It is in ttiis 

sense tliat the refineries have been referred to as prestige 
65 

industries. This pricing gave . gi^eat deal of profits -to 

the oil companies as the cost of crude production in the 

Persian Gulf region ■was only a traction of that in the Mexican 
66 ' 

Gulf. lv- :m ili::: ir 

With effect from April 1950y the prices of oil ' 
products came to be governed by an agreeiiicnt knoivn. as Valued 
Stock Accoutre (V.S.A-. ) which i-xas a cost plus profit formula 
to add various charges to import parity price. This price 
.related to government purchases from Burma h-S|iGiij lut i-ras 
also supplied 'to other consumers and b^s other companies also 
Under this agreement there -was hardly any public control over 
the oil prices as the conx^anies’ accounts were not availablo 
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#■ 


P.1 


for any incopanacirc scruting and tha pr-icing formula a-nu 
leaded in faYO';r of tac companies, - 

iissorting its right .to probo the' post — f ,o*b, 
costs j the government tuimrlnatod the V.S.ii, agraemeni 
iSSSj Cind proposed to undertake such an exaniinatioru This 
induced t.tLO corapanievS to offer some adaoc rod'actioii l,n oil 


.n May f 
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1^' o.iXLoi iiccourits OffiCh::r of the '.sovorieaent 


usio.,! to studj t,ha cost structure but the conijunics did not 

UDOUt 

agree to bring £. reduction in prices as suggestod by Liis 


■T»,o v'. *■->» 

U, vv j. u 


ubi'-iittod in 1959« Liltimatoly a. nou adhoc p 
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igrood upon for the period 1933 to March 1961. 


-Yi *1 f<'\ .'tt 


u.as 


From 1961 onxjOirdSj the pries policy, or rather the 
policy of bringing the prices charged by oil cartels luider 
control, moved, in terms of appointment of export onquiry/ 
study comrilttoos to go into tho price que:stion and the use of 
t he ' findings / recojumendaticns for either reducing the oil 
prices , or for obtaining more information on the aspects 
kopu secret by tho companios or for bargaining more discounts 
in oil prices in kooping 'i'fith tht, trends in international 

markets* Tho major oil prico Goiuiiitttn;s appointed daring 

76 ■■ ■ ■ ' 

this period ware ■ f ollo-vd-ng s- 

(1) Iho Oil Px'’ico Bnquiry Gomaietoe, July 1S61, 

(2) The Working Group on Oil Prices, August, 1365 

(3) The Oil Prices Coramittee, Octobc^'r, 1963 

(4) The Oil Prices Corisaittee, 1376. 


^csult of tLioso intorvsntions , 


an end of the period of ru'iCon-Groi.iQc 


.on and 


pricing of petrolGuni products by the oil con:'i-o.ni-iis , fais 
period has bean discribcd ots thG ten goldon yoar.s of o.io 


intornational oil firms in Indi, 


During the period 


1358 to Ani’il 1959, siirrendQr of duty p3:-otcction and a marginE-. 

2 ’Gdiiction i-n prices gava a soiVing of Rs.SO croras b;/ 1862, 

Thus the ad VEintago available through.' lower prices of criido 

iropoi'ts as compared *to rofiiiGd products Ccalculat.jd B.t 

m^’i20 ctotqs during 1956 to 1961 ) was lost throught tio-up 

of the Indian market to the undisclosed sources of supply and 

import parity prices, . To tliis must be added tho exccssivo 

freight charges ( e.g. Ss,l7 crores as freight for R3.72 ccores 

worth of imported fuel sLiippcd by the companios during 

1954-55 ) wl'iich was -inescapable owing to the terms agreed 

74 ■ 

upon with tho oil companies. 

The capacity of the govornment to move in the 
direction of gradually undoing tho disadvantage inherent in 


direction of gradually undoing tho disadvantage inherent in 
the refinery agreements and implement the recommendations of 



various oil price committoes to varying extends 'was 




influenced by the setting up and growth of .national oil 
exploration, production, refining and marketing industry 
Thanks to the all sided support and assistance from the 


Soviet Union'’and Rumania, by mid-fifties India took the 
necessary steps to'^^/ards sotting up public soebor oil uni-ts 


atural uas Commission in 1956 


23. 


and Oil India ltd in 1959, Tha stateraGnt I at t ho end of tho 
Chapi-or presents a bird's eye view of the gro^rth of Oil 
^ inc-ustry in India j parti cnlarly-j of its indigonons, public 
sector component, 

The iriportance : of tho setting up of refinery .. . ' . 

G£ipacitics , uonid c one out sharpljr if one also 3.ooks at the 

figures of incro. use in domestic pro-.:iuction of criido and. its 

' • i' ' 76 ' 

rising share in iiaticnal consmiption vi3~a-vis imports. 

(,»>eu i’a.Dlv l)» 

The policy of sotting up. a national oil industry 

in the public soctor ha.d to face the hostility of many 

76 

interests both at home and abroad, Tho policy of going 

in for oil exploration in a big u, -jay cxcrciso uaich the 

oil monoplios had consistently shun-startod paying diridonds 

by 1958 and incroasQd tho options availablo to the Indian 

governmonts particularly in connection with its capacity 

to vjTQSt somo concessions from tha oil companios. This w?as 

not a smooth, process, becauito it was hindorod by tho practice 

of the companies to keep hidden as company secrets "all 

that wont into tho composition of the prices charged " and 

then, "there w’oro not granting amongst the political 

administrative ranlcs- in India, strong advocate on the companies' 

■ ' 77 
behalf.” 

In this framework the government moved towards securing 
prices that arc in keeping leth world mrket conditions* 
Following .the second price Ing^ry Committee .Report, tho 
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Governinent dccidsd to grant a noasuro 


Dro’CGCl 




Griidcj producers by x^i’icing indigcnlous crudes at a l.-vol ■ 

aqui\-alcnt to that of tho landed cost of .the crudes inportod ; 

f3?om the i^ddlc s-ast and on the imp crude a pratcctivo 

iiiiport duty of '20 uarcont ad valorem uas loviod* fric oiilk 

refinod products from all rofinories uerQ priced at irapeor't 

parity vita undiscouatod Porsian Gulf f *0,1 • prices* . TIic j 

foreign companies did not like those decisions trtiich they 

78 

described as breach of refinery agraeniGiits o,f 195l-*S3* 

These decisions did notj how3vex^ affect tha oil companies 

adr-jrsGly, as the government decided to reimburse Burnah- 

Sholl and Esso rofinories a sum of about Rs»2 crorcs annually 

, 79 ■ ■ ■ 

for tho Bombay Municipal: Octroi on crude* 

The 1S67 devaluation significantly added to India's 

foreign exchange outgo on account of toil. The xoolicy of the 

government to adjust to the changed situation camo- in the 

form of ■withdrawal of the duty on imported crude, a higher 

nut-back to the companies -Miich ■'was mopped up through 

additional non-re cover able duties. The basing point for the 

80 

Persian Gulf was changed from is,badan to Bandar Abbas, As a 

large number of issues remained: unresolved , a fresh (Third) 

oil Prices Goimnittee was set up in 1968 to go into various 

81 

issues relating to oil prices, 

giilighting the cbn'seq.iuonces\of -'the old refinery 
agreements in terms pf, excessive, ■j^.XQfits ana "unusuar 
incentives and concessions,,,*'*, . to ‘P,hiillps'':etc*^H oil independents) 
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in now rofiis ry agreeaontSj t|je 1968 Oil Priso CoEiraittyc 

rccoDiiiondod import, of cxnido ty a single ngancy hy inidting 

cDapotitivG bids for supply over a specified period of tiiao* 

It suggostod ro-nogotiations of existing agroumonts 121 order 

to roinova impodiments. in the way of crude oil baing inpo 3 ;'ted 

at world compotitir’-Q .pricos. It o.lso rcconimGndQd tho rates 

of discount which India should obtain from tho oil companias 

on the posted prices of crude, Ihq oil companies soolng 

perhaps the direction in which the mnd x-zas blo>jing offered 

82 


sona small discounts 


The GoiDiaitteb also ctxmo out against 


import pricing -and^ 'found discounts to be a common practice 

in the international oil inarkets. Following these recommen**- 

dations « new pricing based on the Gommittoo^s rocoinacndation 

■'83 

were enforced during 1970 t74, 

Since 1966j the thrust 'of various enquiries and 

government ■ policy was to insist on' cuts in oil prices, Apart 

from such findings of the committees that the prices charged 

•by the private oil compariies were "noither fullj^ competitive 

84 

nor most favourable in world markets ” ^ the newly acquired 
■dominance in 1972 by the public sector Iiidian Oil Corporation 
in the oil market vis-a«»-vls Burma-Shell (the former’s share 
■being 60 percent against the latter’s 21 percent ) hepled the 
government to enforce its pricing decisions on the foreign 
oil companies. Thus the oil compaxiies were, put -jfco an extent? 
on the defensive to give some concessions, Iii 1964, the 
corapanios laade a conditional offer to terminate the refinery 
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agruGincnts and work without special stauus, tiiovadi they 
insisted that tiieir tiod-up procurunojat of ernde shonlcl dg 
maintained intact, whicti wa.s ttia taib of thoa-oontroversy* 

•k GiajQr doviilopmont ill tho world. oil sj-tuiatioii began 
in 1973 in the fora of a sliarp price escalation by OPSG, 

Ini uicilly the price of ci^do was raised to ^ 3*50 barrel a.nd 
by 1977 it started rcanging betweena^ 11 to barrel,'”^^ 

4s a result India ^s/lLaport bill rose very sharply. Tills can 
bo soon from the following data concerning India’s import 
bill of crude and other products j 


1972 

Ps, 200,9 

crores 

1973 

Rs, 332,6 

crores 

1974 

P£,1109,3 

crores 

1975 

Bs,1191,5 

crores 

1976 

Rs,1365,3 

crores 

1977 

/ Bs^lSSl^^ 

creres 

1978 


crores 

Source 

1 Indian Potroloum ^ P. 
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Suc!:i a drastic increase of over 8 times ixi 1978 ovor 

197 and about 4 times in 1974 over 1972 came about without a 
corresponding increase in the physical volnmo of imports. 
During tho period 1973-74 to 1977-78, all petroleum imports 

ranged betv/een 16.84 million m.t, and 17* 42 .million me.t and 

8 ? 

the tiighost volume was during ,1973-74, Thus, the import of 


r 


27 


■■ pet roleuin products bo eano a raa jor, chargo on. Indian ^s c>:ctc:rna.l 
rosourcGs (boing as high as 33,4 ^ of oceport Garnirigs in 

■ ■ , - " • sa 

1974“75 and around 30 percent gone rally during 1973-78 ), 

It bo cane inporatiYo to drastically control huge out- 
go 'of foroign Gzohango on account of pet roloura inports, IJic 
impact of oil prico shoel: became still moro serious on account 
of the pricing and profit ropatriation policios of the foreign 
oil companies, SiiccQssivo studios by various Gommittcos showos 
that India, was made to pay higlior prices for crude than was 
necessary on the basis of -'jorld market prices, Somo concessions 
could be ¥restQd by the goverrjient from the oil companies 
in the form of discounts, Ihis ¥as not sufficient to tide over 
the crisis of balance of payments caused by various rounds of 
T)PSG price escalation during thu seventies. 

It becoiie essential to make a distinction between 
oil companiv^s and oil producing countries, so that India could 
enter into long-term bialetral agreomonts in order to secure 


crude or mutual co-operation tio-ups, 
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The oil companioi 


showed a great deal of raluctancG to refine the crude procured 
: 90 ' 

fro Rupee trode countries, whiJ.e obtaining as niuch oil as 
possible from the Soviet 'U'nion in Hou of the oil companies 
was oviduntly to Indians advantage, Horeovor, the increased 


cost of oil intensified the search for alternative sources of 
energy, energy saving devices and now kind of less energy 

■ m 

intensive products, life-styles and teclmologios. The ■ 
ouHulativc imp-act of all these efforts, over a long-period of 
time , >f.s expected to bo scan in. the form of a slow down of the 


•" jdS 


growbii of dGaciid for pctroloum and potro-choL'der.l pro'd^cise, 
fliQSO trands v/ora likely to bo iiitorpr.ftod by tow c 
as contributing to diinming tboir fut-arc prosp-acta in India* 

To th; extent ttiu; options cvodlrdDlG to the dovernront 
in contro3.1ing tho prico of imported: crude vero limited on 
account of t Lie secrecy on the sources and tarns of supply and 
. bb-o limitations arising from tile refinery agreements j tiio 
government attempted to curtail tiriQ rolo of oil multinationals 
by follo■'^n.ng a pSilicy of increasing tlie market share of public 
sector oil units, wiiich incroasod from 0,2 percent (with tha.t 


of 


the foreign oil giants^ at 9S,5 percent ) in 1960- to 57,3 


parcont in 1972 ( with a fall in the share of the three oil 

91 

compa.nio3 to 3?, 9. per cent ), 

• , In important complQmentary instrunont used to carry 

out this policy was the one concerning allocations of foreign 
exchange to the oil companies for import of crude, ks the 
share of public sector rcfinorics incroasod. and alt ernative 


sources „of supply became available,'^ the govornment curtailed 

the allocation of foreign exchange to the oil companies for 

importing crude. As a resiilt, "while total through-put for 

all the refineries 'in the coxmtry in the period 1965-70 incrspsac 
at an airmal rate of 13.61 per cent, that of the oil 
compoiiies * refineries declined at an annual rate of 2,2 

percent," This led to a' decline of the, extent of capacity- 

utilization by the f orcign-owned refineries to about 50 perc ent 

and their 'tactic of -increasing inst ailed ' capacity beyond 

approved levels could iidt prevent the--;' gmfth of. public sector 
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and joint soctor rofinorias « vd.th oil IndGnondcnts Ilka 

93 , ; 

Phillips j Incco and 2 fctional Iranian Oil Company, 

With the oil prices ruaching dizzy heights j the 
viability threshold for incraasingly costly donestic exploration 
and production a.lso inci'cascd^ That is to say 5 the high 
oil pries s gave a 'great deal oi protection to doncstic 
exploration and production, is the latter procossos hocaDs 
strong jr boch tho present role and futux’o prespsets of the 

0 ' 

foreign oil ooiapani^s in India did not roniain promising. 

With the loss of their monopolistic hold they \^oro not much 

Giithuscd about the role of gutting their profits mainly in the 

form of rufining fees.. In ary case the, conipanios have mad® 

94 

huge profits and had no dearth of prof i table investment 

opportunities in other parts of the we rid 5 particularly in 

view of greatly incro asod intorGst in thoonorgy sector after 
95 '1 ■. ■ . ' 

1973, Thus j gradually :a stag:e vfas being reached when the 

gov«;.rimant was in a position to do •'v-.dthout the 'oil companies 

andy . in. fact, preferred to acipuire control .over them in order 

to rid thcmsclvos of the vexations issue of constantly 

iioimting new enquiries and introducing new measures for 

mald-iig the oil companios fall in line with their policy. The 

excess installed capacities with the oil companies must have 

looked appealling propositions to the government in so far as 

the -future needs of expanding refinery capacities ii?as 

conGornod. The savings in foreign oxstiango by taking over the 

oil companies wore to be substantial and on many different 
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acGoimts# mS ,,tho : Qzturnal ,oeo2io!iiic c:nstK.i :gs r . 

; '96 ■ .: . 

toughj tiio prospect of affecting saving,-.: by •G;;-.::' 0 -.a’.;.;r of 
97 

oil coEij>aniGS (without eau sing adverse political .ml cc.^nonic 

roporcussions as wo sgo below ) mist have looked attr.activG, 

SiriillarlVj the grovn.ng sGlf-rolianco of the country 

in potrcdoina iruliistry nrast iiaVQ put the foreign conip-anias on 

tiiG alert, ’ They started j as scon eariiorj largo-scalo 

repatriation ovG,n of rosorvosj loading to a decline, in t heir 

capital basuj as a prelude to their anticip)at.od ':v 3 pa,l?turG from 

98 

the Indian sceno. 


The Indian market did not hold the same pronisc' for 

the oil nia;|ors wliich it displayed in the early fiftios, Iheir 

investments in India had already boon amply rewarded • Thouj 

there woro better and more oxicing prospects for investments 

olsowhorc. In any case, the period of gaurantoo against 

nationalisation >®.s not too fs|,r off. By making a. voluntary 

offer of mthdrawal, they must have thought it prudent to 

obtain mutually, agreed, negotiated terms of settlement , i,o., 

a good amount of compensation, As soon earlier, they did 

succeed in obtaining a good value for the ‘sale* of their 

business 3-n India, though laws wore enacted for giving effect 

to those agreements, Such a mode of acquisition of foreign 

business by the government is unlikely to cause misgivings 

either among the ‘donor*, countries giving external loans or 
.;:0 private -o f i,.., ^ 

among the forGign6-nvosto.r3, Ihusj -'thorQ appears to bo a 
convorgonco, based, on ob:j.actiVQ factors, between the decision 
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or ■‘uli-j Indian fiovoriimeiit to tako-ovor the forei.cn oil corapanlc; 


i 




T i; 1 Xldi r V‘ -S. 11 Cl 


markoting 'biislnQss. in tjia comitry and the 


roading of the Indian situation by tho foreign coi:ipar>l<}S vhich 
X Uu. G Q . i j ^ b llUIIl ' ' G l^iCl t folding up their ops rations in India 
uas a bettor option, thon persisting in India which nay irndto 


mor-Q drastic pricing -and foreign oorchangp allocation policies 

andj one G the uiiibrolla of ref inary agreGrirants against nation*- 

alisation mis 'vjithdrawnj face nationalisation on tarns 

dQtornanod -iinilatQrally by the gorerniriont, 

■ Thus !.j it could bo said that .viillo tha .take -owe r of 

the oil industry provided the essential basis of Indiris 

■ . 99 

energy plc'iiining and .dovclopmentj led to a groat saving of 
foreign exchange, it was so arimr^jed that it boco.mQ a 
bilateral docision which did not causa haaitburns and vdS'" 
givings to the foreign' ■■companios and didnob queer the pitch for, 
further flow of. foreign capital into India * 

At this stage, it may be interesting to conpara some 
aspects of the India.n oxperionoa of developinont of petroleum 
industry and oil policy, particularly vls - a-vis the foreign 
oil companies, with those in sodo. other developing coauitrios. 

All these countries Ificked domwstic oil industry, tocluijecal’- 
know”how, independent access to sources of supply cf crudo 
®nd were generally in a i-roaS; bargaining pos.ltion vis-a-vis 
the oil majors during the early fifties# In some coimtries like 
Pakisatan, (for East Pakistan Refinery) the governmant under- 
iook to supply half the crude requirements. In the case of 



anotiiGr refinory tha Earaclii Rafirery), tli-:. ■ vcni;. cat 


TGSGTVQd tho right to supply onc-hal: 


,-\-p , ho ■"? 




at its ocm option at anytte. Both the so arrangci-ionts 

hclpod in ro straining the pricing hahaviour .nf the foreign 
100 

companies. Many latin toerica© coniitrios stipulated that 
thoy laight inrite global tenders for the supply of crude and ' 
thus by croating competition, they forced tho oil majors 
to quote j at tiracs, even belov? tho Soviet prices. Even 
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Pald-Stan follo-wod such a course for Pakistan Refineries Ltd, 


It is apparent that India failed to evolvo any such f 
arrangQinQnts, Gonsequently, it lost heavily on c?rado pricing | 

and -vjas constrained to initiate many stops, including 
building up donestic refineries and stepping up domestic ..-oil 
exploration. To a certain extent, the initial adverse 
conditions att. ached tc setting up refineries in India played 
a role in initiating tho process which culiciinated in tho 
nationalisation of oil con-ipanies. No doubt, the sharp and 
sustained spurt in oil prices during aevontios and the 
worsening of India’s external economic enviornment compulsively 
added to tho need for preventing the wild exploitation of Indian 
m.arkot by the oil majors. Success in building up a robust 
' public 3-2ctor petroleum industry .provided tho necessary 
confidence, and .the perception of the need to withdraw from 
India undo„r biltorally detorminod .conditions; facilitated the 
take-over of this major area of foreign , capital and ontorpriso 
(oven before the expirj? of the guarantee against nationalisation) ■ 
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^/rithout adTorscly affoctin^^ rating as an inx^QStnicnt 

opportunity .for foreign private , of ficial and multilatoral 


caraoais, 


JkS usualj much stc|>s, arising from the logic oj 


und.orl3.d.ng c conoiri c situation j as nationalisation of t ho oil 

coiiipaniosj are seized by the .political authorltios to put on 

an ideological cloak on the nationeJ-isation decision* .The 

Minister for Pctroloun anclCh.emica.ls, noving tho Esso 

(Acquisition of .Undertakings in India ^Act, 1974, gave vent 

and the nationalist-idoolo.gieal posture and rofarred to tiie 

^ ' ' . ■' , 102 
Congress Party elqction Manifesto to lend support to the move. 

In moro direct political terms, those Aioves for taking over tho 

foreign oil corapaniGs*, Indian operations were a kind of not 

too- distant , .and not too loud , ochoes of the ’radical! 

phasQ which began 'xath the banle nationalisation in 1969. 
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Lok Sab ha Debates. Sixth Series j ?ol, I, 1-7 April, 1977 
Shri “Dinen Bhattacharya 3;mdo this point, Golnm. 164, 

** and the traiisfor and vasting of Indian assets and liabilitii 
.of Bumiah-Shell Oil storage and Distribution Go, of India 
Atd- op.cit , col . 126. 



36 


oo 

c.Om 


29, 

30, 


In fact 5 H.H 
to tin 


GokhalQ, clG\’'o,tud Sfio r^finar;-’- 


sta'cus of ii'iuor 

T 1 fTK "'s “* •’■-’y 


wi’Oii Qxl cei::panxc 

Tin ^ ■ 1 QfjO 

i/u S-. ' J-vv ^ . . . i , , 


.c;i^ic':iax a.^2?u;;r:::irG^j# * jcoit: 

Ecoiiorlc anj Political 


*p .'1" 'i-i n*l“ <*5 

" V" -w* u ,u 




okir 
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Ibid . Gol. 26G Speech, by Dr, Ranen Sen, 

33. ' Lok Sabha Debatos . Sixth Seriesj ou.cit . Coi:n, 181, 
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Year 

Not Profit 

Transfers froxoi 
Reserves , 

Dividends 
. do dared. 

1969 

515 

1 ■ : 4; : 

■ 961 

1970 

646 ■ . 

612 

1158 

• “‘1 


Ibid ,, Colnn, 249, It was also pointed out that those 
profits do dared ■wore their highest ever during the last 
. 30 or 40, years. Cola, 280 “ 

ICoXa*;:'294<^o, 
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op.eit . Cola. 134* ' ■ i' ', , . 




38, 

Idem, 

39. # 

TKo L 


■fho i'issan oil coapariy. the .ofirlin 
j takon oimr vd.th cff 
P*4*; 


op^ e_i u_> j 


•Paii^' j ' (Jiic pcirliGS't to start oacrati oiis 
■on oTOr id.th cffGct from October, 14, 

f .. 

National , Nolhi, 
Dasgup uS , B* liM^^i_in4 ustry ixi India 

W ira4* *■«« ^ - ■ t' 


St at is ti cs , ( 1981-82) , on , c 1 1 , 
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Local product: 
1S47-S0, havii 

ana FuqIs^ ke 
JuOy 1961, im 
throe Sijiall.'cc 


il4£ rXQ.llanc.e' , Gorriiiiui-iis t Par: 
caticn, No¥ Dolhi, 1965. t 
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rbH, Chapter 8, ami Governirient of India, l^nistrv of 
Stool, Mines and Pud, Ropprt of the oil!-prlL 
commit teg , July i96i, ^*3 


Khera, op.cit . p.33,... ■ • ^ ■ 

Ihid | . p,55. 

Report of the oil Price Enquiry CoranittGo, op.cit . p.l3, 
Idoin^, 

Ibid . p.l4. 

PP. 14-15. 

, The 196i coimnitteQ, report has been referred to above 
The t>thor reports -wore as under 
4 cif Potroloim and, Chemicals s Report 

Row Delhi, nui^i?, 

b) GSI, !5inihtry of ■petroloum' and Choi^iicals and Minos 
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id more 
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(b) op.cit., p, 48 . iilso, Ehcra, op.cit p,59 and pp, 

179:iBlT ■ 7“ 

Ibid . p,59 

, ,9, '■ T.' '‘’id ■/' ■■■' 
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Fortune , Febx’uaryj ISTlj ■ pp»3-6, 

DasguptCj op,cit pp, 195-196, 

IM 4 . p.196* 


102, The llinistor saidy "it has been the desire of the over- 
5 ... ...whelming majority of the :hon, .members , of this house t!:iat 
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is concerned 
it is much too 
important an 
industry, ■■ 


so far as 
necessary 


be under public control," Also, 
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development of 
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in 

of 


the 


foreign companies," Ink Sabha Hebates , Vol ZXXV, No, 9 
1974 , cols.' 239- 240. 
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EST^.BIlSI-liSNT^ 

GIPIGITY & OvIIiERSHIP OF EBP 


S*No 

Icar of Location 
establish of the 
■nont. Refinery 

Typo cf 
company 

Tyxse of Pro sent 
company Install- 
od cap- 
acity, 
(million 
-Tonnes) 

Source Nature 
of of in- 

crude itial 
Oi'jner 
sMp, 


; 2 

3 


5 6 

7 8 

1. 

'1955 

Bigbei {ikssan) 
liiland 

Is sran 
Oil 

Company 

Subsidiary 0,50 
of Burmah 
■ Oil 

local Porc-jign 

2. 

1951 

Trorabay 

Coastal 

BS60 

Subsidiary 5,20 
of tTc-rsey 

Standard 

Persian Ditto 
Gulf 

3, 

1956 

- do- 

Burmah 
Shell . 

Equal owner- 3,50 
ship- of :: 

Buimiah & 

Shell Oil. 

- do- -do* 


1957 

Yishal 2 apat»^ 
nam coastal 

Caltex 

Subsidiary 1,60 
of Stand- 
ard of 

California 
&. .Texas Oil 

— d©— & — do— 

Indonesia 

6#' 

1962 

Ifuiiati (Ganh*" 
hatilnland 

Indian 

Refineri 

es* 

Govt, of 1,00 

India (85^?S) 

& Stats 

Govt, (15^) 

Public.. 

Sector, 

Oil India 
& ONGC State 

(Assam) 

I:'::-;:’®* ' 

1964 

Baip'auni 

(Bihar) 

Inland 

- do - 

— do — 4,50 

— do — — do — 

?• 

1965 

Koyali 

(Gujar- 

at) 

- do - 

. •• do •• 4,00 

ONGC - do - 

(Gujarat) 


Inland 


Cpntd ,/ 
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I Con' 


,n Joint- 
■.Soctc-r 

.iGOVt^y 

Foreign 
■ and 
Indian 
Public 


Stato (51%) 
Phillips (26%-) 
Indian Shard' 
holders .(24^1 


- do - 

Public 


1966 Keciciin 
■ Coastal 


2,50 Darious 
(Iran) 


1369 i Madras 3tatc:(74^) Ife'C- 
Coastal iohal Iranian 
Oil & American 
Ijitornationai 
Oil Co r (26%) 


JPungab 

Sector 


50% from 
Iran & 
50% from 
open'' 
'market' ' 


OH-GC and 
open 
market 
import 


11, 1973 Mathura Indian >0il 

Corporation 


IOC-1 
IP CL 


12, 1974 Bengal 

Gommencod 'goan ■ 

in 1974 Inlin 
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